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1 am sura,, all of you will agree that what <ly,t .. can- «T> „v 
lf;« nature of that Govt. '• T,:T, markets do r,.e operate sn 3 % 
of the Asian tigers and the equally sharp fiscal cmiu that gnpp; 
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Let me now turn to reform and yi.. „f • ■' •, ut the power vector that is ■ ■ 

across countries in this region and several state:--, in tins country 1 am ;s strong believer that 
the substance of reform should gain 7". ■ ’ over its form Let me briefly dwell on the 
status of the power sector in Karnataka today. b".„. •?• 3 fbs State like many others in this 

region is beset with power ’■ •" _ S, 5 ’. the impetus for economic growth. 

The quality and tv’ c .’.’ v of power is below par The sector sc a ret deficit sector with 
jfcenous difficulties in mobilising resources for infrastructure growth. But, by far. the most 
important terser;.:;?:e has been that the power sector constitutes the greatest strain on tter 
state finances crowding out scarce resources and investments m social sectors like Health and 
Education. 


When we look back at the role of the State m ■ 1 ! - * _ poverty and " . ' the 

quality of life, without doubt sn the last 50 odd years, we have made ' ,'fi.r- m 
food pr. .!'..' 4 ‘. industrialisation and scientific education Yet the spectre of poverty 
continues to haunt millions of people in this region Large numbers of our citizens are 


outside of the market economy and without access to economic and social opportunities. 
This then is the pr.r.r.rr.! challenge that all of us need to face " . ’ . ' with the 

Ipower sector for the reason that this sector can be converted into a net contributor to the 
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is also the first State to have examined the • * of r.\, 
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When we talk of *rr, .sfi :r. 1 would urge this seminar to hasten but with caution 
More often than not it js fashionable to speak of tariff rationalisation and dis-ccntmuance of 
subsidies as vv-„--' ! fo!.h to successful pn-..it.ti 1 must say. I am unable to agree for 
two reasons- First, an fo-fo,.': he analyse of the power sector would show considerable 
inefficiencies that pervade all ’ ' \ Beards, losses both technical and commercial are at 

unsustainable levels. There rs httie cr no financial d; for’foe There is absence of;...fo 
in financial <,vr ’ of the 'sector 1V\;!;r * as it might be, to argue that withdrawal of 
•iubsid'.es and ratimudisatton of tariffs \% the panacea to all the ills of the power sector js to sn> 
muxJ a ’ ” fo 'fo solution. I have no doubt sr my mind that tec the _ ’ of rv ‘ _ 

technical Joss. ’ _ theft and '•.’fen./e of power, 1 billing and collection 

efficiency, . best ■ of the industry and fo _ financial care 

steps for the success of reform I believe that the efficiencies that can be brought 
about in this sector can ., additional reso tirces which would sub slant i.iSSy meet the 

needs of differential tariffs or fur subsidies 
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issue. Agriculture is subsidised the world over. Even advanced countries like USA, most of 
tfee Europe and closer home countries like Japan have consciously followed the policy of 
subsidising agriculture. Therefore, as a conscious policy and as a welfare State, subsidised 
electricity to agriculture is not bad per se. What needs to be done in the reform process is to 
make these subsidies explicit, transparent and well targeted. 

This is something that needs to be discussed by this distinguished gathering to make 
the reform process inclusive of socio- economic concerns of the poor. 

Yet another issue often spoken off as an imperative for reform and privatisation of 
power is what is described as demand side management. There are many votaries who 
actively argue for curtailment of supply of power to those who receive it free and to those 
who receive it at subsidised tariffs. There are many who believe that power should be 
supplied only to those who can pay. This I am afraid is a singularly short-sighted view to 
take. One must not lose sight of the fact that in the South Asian region in general and in 
India in particular, we are looking at per capita consumption of power at abysmally low 
levels of about 375-400 units as against the consumption patterns in excess of 3500 units per 
capita in the Western world. 

I believe that electricity is a public good. It is a basic amenity and a pre-requisite for 
improving the quality of life. In our anxiety to reform the power sector, we should not 
unwittingly deny opportunities for economic growth to the masses of people who are 
economically and socially weak today. The reform process must also recognise that in the 
South Asian Region, there are a large number of villages and hamlets that are yet to be 
electrified. Extending rural electrification to every home however far flung or remote is an 
objective that it should not be lost sight of. In our State, we have decided to takeup a 
programme of electrifying the remaining 18,000 hamlets over the next five years. 

Should we argue for curtailment of demand and discourage addition to capacity in 
generation, we also face the danger of being trapped in a low equilibrium economy. 

Notwithstanding the social objectives, Karnataka has embarked on an ambitious 
reform and restructuring programme in the power sector. The end objective of this 
programme is to deliver reliable quality power to all our people. We have recently, signed an 



MOA with the Govt, of India and committed ourselves to a rapid transformation of our 
generation, transmission and distribution activities. We will move aggressively on the reform 
front. As already mentioned, by December 2000, the process of unbundling of transmission 
and distribution should be completed and by December 2001, we are committed to privatise 
the distribution companies to induct the best technical, financial and administrative practices. 

We recognise that the time is at hand to make rapid changes in the sector that will be a 
bold departure from the past. The comer-stone for good reforms is transparency and 
efficiency combined with equity. We will need to bring to the fore the symbiotic and 
reinforcing relationship between Governments and markets. We need together articulate a 
vision for reform that will set out a sustainable strategy for economic growth with social 
justice. This high level policy Seminar will provide the much needed support to implement 
the reform process in the power sector not just in India but, indeed in all countries of the 
South Asian Region. It has been an honour to address this august gathering and I wish all of 
you the very best. 
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Dr Rajendra K Pachauri born in Nainitai, India on August 20, 1940, assumed his 
current responsibilities as the Director of the Tata Energy Research Institute (TERI), 
New Delhi - a premier research institute providing professional support in the areas 
of energy, environment, forestry, biotechnology and the conservation of natural 
resources to government departments, institutions and corporate organisations 
worldwide - in 1981. 

Commencing his career with the Diesel Locomotive Works, Varanasi where he held 
several managerial positions, Dr Pachauri joined the North Carolina State University, 
Raleigh, North Carolina, USA where he obtained a PhD in Industrial Engineering and 
a PhD in Economics and also served as Assistant Professor (August 1974 - May 
1975) and Visiting Faculty Member (Summer 1976 and 1977) in the Department of 
Economics and Business. He did his MS (Industrial Engineering - major; Economics 
- minor) from the North Carolina State University, Raleigh, North Carolina, USA in 
1972. He did his graduation from the Institution of Mechanical Engineers, London UK 
in 1963 and another from the Institution of Production Engineers, London, UK in 
1966. 

On his return to India, he joined the Administrative Staff College of India, Hyderabad 
as Member Senior Faculty (June 1975 - June 1979) and went on to become Director, 
Consulting and Applied Research Division (July 1979 - March 1981). 

He has also been a Visiting Professor, Resource Economics at the College of 
Mineral and Energy Resources, West Virginia University (August 1981-August 
1982); Senior Visiting Fellow, Resource Systems Institute, East-West Center, USA 
(May-June 1982); and Visiting Research Fellow, The World Bank, Washington, DC 
(June-September 1990). Recognising his vast knowledge and experience in the 
energy-environment field, the United Nations Development Programme appointed 
him as a part time - Adviser to the Administrator for Energy and Sustainable 
Management of Natural Resources, an assignment he has held since June 1994. 

His wide-ranging expertise has resulted in his being invited to join various 
international and national committees and boards, which on the international level 
include Member, Board of the International Solar Energy Society (ISES), 1991 
onwards; Member, World Resources Institute (WRI) Council, 1992; Chairman, Work 
Group A - World Energy Council (WEC) Committee on Developing Countries, 1993 
onwards; President (1988), Chairman (1989-90), International Association for Energy 
Economics (IAEE), Washington, D.C.; President, Asian Energy Institute, 1992 
onwards. 

Committees of the Government of India which he has served include Member, Panel 
of Eminent Persons on Power, Ministry of Power; Member, Delhi Vision - Core 
Planning Group; Member, Advisory Board on Energy (ABE), Government of India, 
1983 to 1988 (The Board reported directly to the Prime Minister of India); Member, 




National Environmental Council, Government of India under the Chairmanship of the 
Prime Minister of India, November 1993, April 1999; Member, Oil Industry 
Restructuring Group, "R" Group, Ministry of Petroleum and Natural Gas, Government 
of India, 1994. 

He has also served on academic and research institute bodies including Member, 
Board of Governors, Shriram Scientific & Industrial Research Foundation, 
September 1987; Member, Exeuctive Committee of the India International Centre, 
1985 onwards; Member, Governing Council of the India Habitat Centre, New Delhi, 
October 1987 onwards; Member, Court of Governors, Administrative Staff College of 
India, 1979-81. 

In September 1997, Dr R K Pachauri was elected as a Vice Chairman of the 
Intergovernmental Panel on Climate Change (IPCC) for a period of 4 years. He has 
been active in several international forums dealing with the subject of climate change 
and its policy dimensions. 

In January 1999, Dr R K Pachauri was appointed as Director, Board of Directors of 
the Indian Oil Corporation Limited (a Fortune 500 company) fora period of 3 years. 

In April 1999, Dr R K Pachauri was appointed as the Member, Board of Directors of 
the Institute for Global Environmental Strategies (IGES), Environment Agency, 
Government of Japan for a period of 3 years. 

He is also author of 21 books and several papers and articles. 




James Clad 


Mr. Clad, CERA Director, Asia Pacific Energy Service, is a distinguished expert on 
the politics and economics of Asia. He currently holds the Henry R. Luce Research 
Professorship of Southeast Asian Studies at Georgetown University's School of 
Foreign Service, but has worked in Asia for over two decades as a business analyst, 
diplomat, journalist, and lawyer. Past positions include senior postings across Asia for 
the Far Eastern Economic Review, appointments in Washington, D.C., as Senior 
Associate at the Carnegie Endowment and the Woodrow Wilson International Center 
for Scholars; and diplomat's tours in India and Indonesia. His books include After the 
Crusade: American Foreign Policy for the Post-Superpower Age (1995) and Behind 
the Myth: Business, Money & Power in Southeast Asia (1991) was one of the very 
few that revealed weaknesses in the financial and political fundamentals of Asian 
capitalism before the 1997—98 financial crisis. A past President of the Foreign 
Correspondents' Association of Asia and a recipient of postgraduate fellowships from 
Harvard University and St. Anthony's College, Oxford. Prof. Clad served on the 
Washington Quarterly board of editors from 1995 to 1998. He speaks regularly to the 
media about Asian affairs, including on "World Report." Prof. Clad is a US 
Committee member of the Council for Security Cooperation in the Asia-Pacific and 
also belongs to the London-based Institute for International and Strategic Studies. He 
is based in CERA's Washington office. 




New Paradigms - After the East 
Asian Economic Crisis 
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REFORM: NO PROBLEM MLtl 
CONCEPT 

* Little principled objection to 'reform' 

* A culture of accumulated losses and padded 
costs already well in place in much of Asia's 
power industry well before onset of financial 
crisis 

* Meanwhile, increasingly more emphatic research 
results buttressing belief that a poor policy 
environment forces down returns on investment. 

(e.g.," The Forgotten Rationale for Policy Reform: 
The Productivity of Investment Projects," in 
Quarterly Journal of Economics 
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* This builds on well-established research showing 
strong correlation between broad growth and 
infrastructure, esp. provision of power 

* Key elements of reform— 

a) functional unbundling; 

b) back-out of gov't ownership of generation/ transmission/ 
distribution, 

c) insulating regulators from direct gov't supervision; and 

d) commercial pricing)-are by now broadly similar 
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...All ideas in play before the financial crisis... 

* But... broader systemic illiquidity after 1997 
financial crisis has not forced the pace. The 
evidence: PLN, EGAT, Tenaga Nasional, Napcor. 
Note Singapore Light & Power by way of 
contrast 

* Demand/supply deficit more acute in South Asia, 
with esp. harmful impact on industrial 
production 



CHALLENGE & RESPONSE: AN 
INTERIM CHECKLIST 


* The Crisis and price volatility knocked stuffing 
out of PPAs; why contract to pay prices higher 
than market? Indonesia, Pakistan, and collateral 
damage to ECAs, Exim 

* This has clouded future of political risk 
providers; US debate on future of MLAs 

* With bank flows strongly net-negative during 
1998-99, developed power markets saw virtuoso 
and huge financing arranged in context of rapid 
restructuring of power industry 
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* Note esp. US experience during 1999-2000; 
factors include first-up effort to add share value, 
deepening experience, and ability to work in 
very mature, permissive market 

* In Asian E&P, some firms seeking downstream 
power station positions to push gas 
development projects through to closure. (BP- 
Amoco's Great Yarmouth project high leveraging 
linked to connecting delivered gas price to 
merchant power price.) 
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* Impact of M&A's-in E&P as well as power 
developers. More M&A activity among US power 
firms this year? Edison Mission, NRG, Reliant, 
Southern and AES. Contrast to Europe-many 
entrenched firms like EGF; no clarity about 
future regulatory regime 

* Stranded Fuel: Gas pipelines, regional politics, 
and prospects for take & pay 

* Stranded Fuel: LNG losing anchor contracts 


RESISTANCE TO REFORM 


* Waiting for Bailout: The NPL story 

* Foreign Devils at the Gate: Myth and Reality 

* Going to the bourse? Could Asian power 
markets structure deals with enough equity to 
make investment grade? Note incorporation of 
tax-avoiding leasing techniques in overall 
financing packages 

* Privatisation—a modest scorecard, in whatever 
sector 
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* Public Refinancing of debt: 'Nationalisation' by 
any other name? Patronage and IBRA, FRA, and 
Dana Harta/Dana Modal. Refinancing the 
chaebols in Korea 

* What Fate Unbundling? Little functional 
disaggregation achieved. Note Indonesian 
example; the 'reorganisation' of PTT, resistance 
by Napcor. India? 

* PARADIGMS? 


POWER PROJECTS AND THE 
LONGER TERM 

* OVERHANG: One third of global installed 
capacity reaching 40 year life span by 2010— 
expect continuation of turbine delivery lag time 

* FINANCING: 'Economic fundamentals' less 
determinative of merchant power plant financing 
than before—management experience and 
contractor's track record in completing projects 
on time becoming more important as margins 
squeezed by competition 

* EMERGING ENERGY VALUE-CHAIN TRENDS, 
including 

- gas-driven regionaiisation of SE Asian energy markets; 

- slow but measurable diversification of ownership; and 

- steady convergence of gas and power. 
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Towards High Quality Electricity 
Service in South Asia: 
Achievements & Future Directions 


Alastair J. McKechnie 

Director, Energy Sector Unit, 
South Asia Region 
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Why Reform & Privatize 
Electricity in South Asia? 


• Chronic supply shortages. 

• Low household access to electricity. 

• Bankrupt power utilities. 

• Large scale theft of electricity. 

• Electricity bills don't get paid. 
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Chronic Power Shortages 


• Energy deficit India: about 10% ... 

• Peak deficit India: about 20% ... 

• Cost of unserved energy 

- Between 3-4 to 22 Indian Rs. 

- Industry: about 507o captive generation 

• Cost for the economy 

- 0.5 to 1.0 percent of 6DP in Bangladesh 
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Most Households in South 
Asia Are Not Connected 
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The Challenges 


• Demand could double in 15 years 

- Growth of population (2 billion by 2050?) 

- Urbanization increases 

- Per capita incomes rise 

- Demand for better electricity services 

• Total annual investment needs: $ 100s 
billions... 
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The Challenges 


• Donor and official finance will not grow. 

• Funding from state budget will shrink. 

• Investors will be selective. 

• Environmental and social standards will 
tighten. 


How to meet these challenges? 
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The Restructured Sector 
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Some Lessons of Experience 


Reforms must be owned. 

Champions of reform a must. 

Political support at highest level. 

Clear objectives and communication. 
Irreversible as possible — by change in law. 

Implement reform in quantum leaps -- no 
gradualism. 

Financial restructuring and public finance . 
A long and difficult process ! 
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Emerging Issues in Power 

Reform: 


Improving Fiscal condition of sector. 
Government interference in tariffs , etc. 
Investor interest in privatization. 

Opening electricity markets. 

Achieving private investment in generation. 
Rationalizing A targeting subsidies. 

Social and environmental issues. 

Improving electricity access. 
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Emerging Issues 
(1) Privatization 


Regulatory design: 

^independence of regulator? 
iw-rfoo cost plus? 

febasis for tariff setting — price cap? 
Privatization strategy. 

(^attracting strategic investors. 

(^balancing risks between investor A government, 
^dealing with uncertain information on losses, etc. 
i&size of companies and initial financial conditions. 
^Faster privatization of transmission? 





Emerging Issues (2) 
Elect ricit y Markets 

• Transition to competitive power markets: 

- Sufficient attention to creating wholesale markets? 

- Clear strategies for establishing markets? 

- Dealing with IPP $ other stranded costs. 

• Balancing supply and demand: 

- impact of eliminating theft - is there a power 
shortage? 

- will sufficient investment in generation take place? 

- What if any guarantees are needed? 

- International electricity trade. 
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Emerging Issues (3) 

Subsidies & Tariff Rebalancing 


• Households & agriculture subsidized 
by commerce and industry. 

• Industry shifting to autoproduction. 

• Subsidies don't benefit poor. 

• Who benefits from irrigation 
subsidies? 


• Subsidize access, including to cooking 
fuels, not consumption. 





Mansoor Dailami 


Mr. Dailami is Lead Economist and team leader of the Infrastructure Finance group of 
the World Bank Institute’s (WBI) Governance, Finance, and Regulatory Reform 
Division. Mr. Dailami has been with the World Bank for eleven years, where he has 
worked in the South Asia, Africa, Middle East, and Latin America regions. Mr. 
Dailami has served as a task manager of the Bank’s major adjustment and financial 
sector loans to India, headed the Economic Unit of the Bank’s field office in India, 
and has been involved in infrastructure project financing. Mr. Dailami received his 
Ph.D. in Economics from Harvard University in 1978. Before coming to the World 
Bank, Mr. Dailami worked at the United Nations Secretariat in New York, the 
Massachusetts Institute of Technology and New York University. 







APPLICATION OF 73rd AMENDMENT FOR EFFICEIENT MANAGEMENT 
OF RURAL ELECTRICITY CONSUMERS 


BY 

D. N. PANT 
EXECUTIVE ENGINEER 
UPSEB 

73rd Amendment of constitution has placed distribution 
of electricity under the jurisdiction of GRAM PANCHAYAT and 
BLOCK PUNCHAYAT as detailed in the 11th schedule of constitu¬ 
tional amendment act. UPSEB had an installed capacity of 
263.5 MW in 1-959, which has now grown to an installed capacity 
of plus 6000 MW. UP with a geographical area of about 3 Lakh 
Sq.Kms and pobulation of plus 14 Lakhs has about 11 Lakh 
villages ( 11 2804), out of which about 84353 <*were electrified 
(ending 3/95) and No. of P.T.W's electrified in U.P. was about 
7 Lakhs (706404 ending 3/95). The percentage of energy consump¬ 
tion in Agricultural Sector is about 28% of total sale of energy. 
U.P. with total of about 60 Lakh consumers of different categories 
and about 1 3, 000 MW of connected load has a per canita consumption 
figure of about 186 units, standing 5th in the countrywith PUNJAB 
standing at the to|p with a figure of 703 units of per capita 
power consumption, the All India average being about 300 units. 
Energy sold to agricultural consumers ending93-94 was about 
78000 CWH at the rate of P 31.99/unit and the arrears to berealised 
from ; agricultural consumers was about Rs. 120 Crores. With 
an average tariff for all category of consumers being 111.6 
P/Kwh. The tariff for Agriculturalconsumers being 3.lP/unit 
tor KARNATAKA, being lowest. The highest tariff for agricul¬ 
tural consumers is 33.8P/unit for HARYANA. The effeciency 
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of pumping sets in Agricultural sector is 25% and I.S. IMS 
specifies the Indian Standards for pump sets, which are seldom 
used by rural community. 


It has therefore become essential that distribution 
andrevonue realisation from rurjal/agricultural consumers i? 
placed in the hands of a unit other .than the normal electric 
utility supplying power to Urban ar6as. 

The 73rd PANCHAYATI RAJ amendment gives a constitu¬ 
tional background for initiating such an; action and a programme 
as detailed below is proposed fo,r implementation of such a 

proposal 

1. A meeting of all executive engineers of distribution 
division should be called at Zonal H.Q's for explaining 
the inherent features of 73rd Amendment and its application 
to rural electricity consumers. 

2. The executive engineers should be asked to identify 

the 11 KV feeders emanating from 33 KVS/S's which 
feed exclusively to rural load. 


o 

In case 

there are some mixed feeders. 

the rural 

load 


has to 

be excluded 

from such 

feeders 

and more 

no. 


of independent rural 

feedershave 

to be 

i dentified 

and 


segregated. 

4. The segregated rural feeders from 33 KV S/^'s or S/S's 

of higher voltage rating have, to be properly metered. 
2 . 
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5. Thereafter the transfer of such feeders together with 
the staff for its proper running and maintenance has 
to be undertaken to concerning CRAM PANCHAYAT/BLOCK 
PANCHAYAT etc* 

6. The service conditions of staff so transferred to Cram 
Panchayat/BIock Panchayat may be maintainedas before. 

7. The category of staffto be transferred to Cram panchayat/ 

Block panchayat may include the lineman with helper, 

the Meter readers. Junior Meter Testers, Billing Clerks 
and the revenue realisation unit together with Junior 
Engineers, wherever necessary. 

8. Monthly meter reading and raising of electr icity bi I Is 

and the realisation of revenue shall come under the 
perivew of Cram Panchayat and the concerning highest 
elected/nominated or Covt. Authority working under 

Cram Panchayat/BIock Pancha;yat, will be their immediate 
superiors. 

9. Similarly maintenance of lines and transformers and 

replacement of damaged t.ransfermers, meters* of consumers 

shall be carried out by the staff so transferred to 

Gram Panchayat. 

10. Any elated problems likely to be faced in the implement¬ 
ation of this plan can be discussed in the proposed 
meeting of Executive Engineers of distribution divisions 
and their solutions arived at. 

The executions of above plan will be in line 

with the constitutional amendment and also in tune with the 



demand of personnel engaged in the working electric utilities. 


The payment of cost of electricity so passed for distribu¬ 
tion in the jurisdiction of Gramm Panchayat, shall be made 
monthly on the basis of joint meter reading of meters exclusively 
installed on rural feeders at 33 KV S/S's, by the Gram Panchayat 
to the Electric utility. The collection of revenue realisation 
from consumers within the Gram Panchayat and its management 

i 

shall be looked after by the Cram Panchayat. 



THE CONSTITUTION (SEVENTY-THIRD 
AMENDMENT) ACT, 1992' 

[20th April. 1993) 

An Act further to amend the Constitution of India 

Be it enacted by Parliament in the Forty-third Year of the Republic of India as 
follows:— 

1. Short title and commencement-—(1) This Act may be called the Constitu¬ 
tion (Seventy-third Amendment) Act, 1992. 

(2) It shall come into force on such date’ as the Central Government may, by 
notification in the Official Gazette, appoint. 

2. Insertion of new Part IX.—After Part VIII of the Constitution, the following 
Part shall be inserted . namely:— 

•PART IX 

THE PANCHAYATS 

243. Definitions.—In this Part unless the context otherwise requires,— 

(o) “district” means a district in a State ; 

(b) “Gram Sabha” means a body consisting of persons registered in the 
electoral rolls relating to a village comprised within the area of 
Panchayat at the village level ; 

(c) “intermediate lever\means a level between the village and district 
levels specified by the Governor of a State by public notification to 
be the intermediate level for the purposes of this Part; 

“Panchayat 5 * means an institution (by whatever name called) of 
self-government constituted under Article 243-B, for the rural areas ; 

(e) “Panchayat area” means the territorial area of a Panchayat; 

(/) ‘ ‘population” means the population as ascertained at the last preced¬ 
ing census of which the relevant figures have been published ; 

(g) “village” means a village specified by the Governor by public 
notification to be a village for the purposes of this Part and includes 
a group of villages so specified. 

243-A. Gram Sabha!—A Gram Sabha may exercise such powers and 
perform such functions at the village level as the Legislature of a State may, 
by law, provide. 

I Received the"*asscnt of the President on April 20, 1993 and published in the Gaxene of India. 

Extra., Part II. Section l. dated 20th April 1993. 

+ 'Prirne into force w.c.f. 24- 4 -93 vide S.O. 267(E). dt. 24-4-1993. 



243-B. Constitution of Panchayats.—(!) There shall be constituted in 
every State, Panchayats at the village, intermediate and district levels in accord¬ 
ance with the provisions of this Part. 

(2) Notwithstanding anything in clause (I). Panchayats at the intermediate 
level may not be constituted i-n a State having a population ndi exceeding twenty 
lakhs. 

243-C. Composition of Panchayats.—(1) Subject to the provisions of this 
Part, ] the Legislature of a State may, by law, make provisions with respect to 
the composition, of Panchayats : 

Provided that the ratio between the population of the territorial area of a 
Panchayat at any level and the number of seats in such Panchayal to be filled 
by election shall, so far as practicable, be,the same throughout the State. 

(2) All the seats in a Panchayat shall be filled by persons chosen by direct 
election from territorial constituencies in the Panchayat area; and for this purpose, 
each Panchayat area shall be divided into territorial constituencies in such 
manndr that the ratio between the population of each constituency and the 
number of scats allotted to it shall, so far as practicable, be the same throughout 
the Panchayat aregu 

(3) The Legislature_of.a.Statc m ay, by law, pro vide forjheRepresentation— 

(a) of the Chairpersons of t he Panch ayats at the village level, in the 
Panchayats at the int ermediate level o r. in the cas e of a State not 
having Panchayats at the inter mediate leveljrj the Panchayats at the 
district level; 

( b ) of the Chairpersons of the Panchayats at the intermediate level, in the 
Panchayats at the district level; 

(c) of the members of the House of the People ahd the members of the 
Legislative Assembly of the State representing constituencies which 
comprise wholly or partly a Panchayat area alt a level other that the 
village level, in such Panchayat; 

(d) of the members of the Council of States and the members of the 
Legislative Council of the State, where they are registered as electors 
within— 

* 

(/) a Panchayat area at the intermediate level, in Panchayat at 
the intermediate'level ; 

(//) a Panchayat area at the district level, in Panchayat at the 
district level. 

(4) The Chairperson of a *Panchayat and other members of a Panchayat 
whether or npt chosen by direct election from territorial constituencies in the 
Panchayat area shall have the right to .vote in the meetings of the Panchayats. 

The Chairperson of — 





(a) a Panchayat at the village levci shall • .. .. .a such manner as the 

Legislature of a State may. by law, provide, and 

(b) a Panchayat at the intermediate level or district level shall be elected 
by, and from amongst, the elected members thereof. 

243-D. Reservation of $cats.—(l) Scats shall be reserved for— 

(a) the Scheduled Castes ; and 

(b) the Scheduled Tribes, 

in every Panchayat and the number of seals so reserved shall bear, as nearly as 
may be, the'same proportion to the total number of scats to be filled by direct 
election in that Panchayat as the population of the ‘Scheduled Castes in that 
Panchayat area or of the Scheduled Tribes in that Panchayat area bears to the 
total population of that area and such seats may be allotted by rotation to 
different constituencies in a Panchayat. 

(2) Not less than one-third of the total number of scats reserved under 
clause (1) shall be reserved for women belonging to the Scheduled Castes or, 
as the case may be, the Scheduled Tribes. 

(3) Not less than s one-third (including the number of scats reserved for 
women belonging to the Scheduled Castes and the Scheduled Tribes) of the 
total number of seats to be filled by direct election in every Panchayat shall be 
reserved for women and such seals may be allotted by rotation to different 
constituencies in a Panchayat. 

(4) The offices of the Chairpersons in the Panchayats at the village or any 
other level shall be reserved for the Scheduled Castes, the Scheduled Tribes 
and women in such manner as the Legislature of a State may, by law, provide : 

Provided that the number of offices of Chairpersons reserved for the 
Scheduled Castes and the Scheduled Tribes in the Panchayats at each level in 
any State shall bear, as nearly as may be, the same proportion to the total 
number of such offices in the Panchayats at each level as the population of the 
Scheduled Castes in the State or of the Scheduled Tribes in the State bears to 
the total population of the {State : 

Provided further that not less than one-third of the total number of offices 
of Chairpersons in the Panchayats at each level shall be reserved for women : 

Provided also that the number of offices reserved under this clause shall 
be allotted by rotation to different Panchayats at each level. 

(5) The reservation of seats under clauses (1) ancj (2) and the reservation 
of office of Chairpersons (other than the reservation for women) under clause 
(4) shall cease to have effect on the expiration of the period specified in Article 
334. 

(6) Nothing in this Part shall prevent the Legislature of a State from making 
any provision for reservation of seats in any Panchayat or offices of Chairper¬ 
sons in the Panchayats at any level in favour of backward class of citizens. 



243-E. Duration of Panchayats etc.—(1) Every Panchayat, unless sooner 
dissolved under any law for the time being in force, shall continue for five 
years from the date appointed for its first meeting and no longer. 

(2) No amendment of any law for the time being in force shall have the 
effect of causing dissolution of a Panchayat at any level, which is functioning 
immediately before such amendment, till the expiration of its duration specified 
in clause (1). 

(3) An election to constitute a Panchayat shall be completed— 

(a) before the expiry of its duration specified in clause (1); 

(b) before the expiration of a period of six months from the date of its 
dissolution: 

Provided that where the remainder of the period for which the dissolved 
Panchayat would have continued is less than six months, it shall not be necessary 
to hold any election under this clause for constituting the Panchayat. 

(4) A Panchayat constituted upon the dissolution of a Panchayat before the 
expiration of its duration shall continue only for the remainder of the period 
for which the dissolved Panchayat would have continued under clause (1) had 
it not been so dissolved. 

243-F. Disqualifications for membership.—(1) A person shall be dis¬ 
qualified for being chosen as, and for being, a member of a Panchayat— 

! (a) if he is so disqualified by or under any law for the time being in force 

for the purposes of elections to the Legislature of the State con¬ 
cerned : 

Provided that no persons shall be disqualified on the ground that he 
is less than twenty-five years of age, if he has attained the age of 
twenty-one years; 

(b) if he is so disqualified by or under any law made by the Legislature 
of the State. 

(2) If any question arises as to whether a member of a Panchayat has 
become subject to any of the disqualifications, mentioned in clause (1), the 
question shall bo referred for the decision of such authority and in such manner 
as the Legislature ofia State may, by law, provide. 

243-G. Powers, authority and responsibilities of Panchayats. —Subjec t 
to the pro visions of the Constitution, the Legislature of a Sta t e may, by law, 
endow the Panchayats with such powers and a uthority as may be necessary to 
enable them to function as institutions of self-government and su ch law may 
contain provisions for the devolution of powers and responsibilities upon 
Panchayats at the appropriate level,""subjcct to such conditions as may be 
specified therein, with respect to— 

(a) the preparation.of plans for economic development and social jus- 




(b) the implementation of sch emes for economic development and social 
justice as mayj?c entrusted to them including those in relation to the 
matters listed in the Eleventh Scheduler - 

243-11. Powers to impose taxes by, and Funds of, the Panchayats.—The 
Legislature of a State may. by law,— 

(a) authorise a Panchayat to levy, collect and appropriate such taxes, 
duties, tolls and fees in accordance with such procedure and subject 
to such limits ; 

0 b ) assign to a Panchayat such taxes, duties, tolls and fees levied and 
collected by the State Government for such purposes and subject to 
such conditions and limits ; 

(c) provide for making such grants-in-aid to the Panchayats from the 
Consolidated Fund of the State ; and 

(d) provide for constitution of such Funds for crediting all moneys 
received, respectively, by.or onhdbalf of the Panchayats and also for 
the withdrawal of such moneys therefrom, 

as may be specified in the law. 

243-1. Constitution of Finance Commission to review financial posi¬ 
tion.—(1) The Governor of a State shall, as soon as may be within one year 
from the commencement of the Constitution (Seventy-third Amendment) Act, 
1992 and thereafter at the expiration of every fifth year, constitute a Finance 
Commission to review the financial position of the Panchayats and to make 
recommendations to the Governor as to— 

(a) the principles which should govern— 

([) the distribution between the State and the Panchayats of the 
net proceeds of the taxes, duties, tolls and fees leviable by 
the State, which, may be. divided between them under this 
Part and the allocation’ between the Panchayats at all levels 
of their respective shares of such proceeds ; 

(if) the determination of the taxes, duties, tolls and fees which 
may be assigned to, or appropriated by, the Panchayats ; 

(Hi) the grants-in-aid to the Panchayats from the Consolidated 
Fund of the State ; 

(b) the measures needed to improve the financial position of the 
Panchayats; 

(c) any other matter referred to the Finance Commission by the Governor 
in the interests of sound finance of the Panchayats. ~~ 

(2) The Legislature of a State may. by law, provide for the composition of 
the Commissiqn, the qualifications which shall be requisite for appointment as 
members thereof and the manner in which they shall be selected. 



may, by law, confer on mem. 

(4) The Governor shall cause every recommendation made by the Com¬ 
mission under this article together with an explanatory memorandum as to the 
action taken thereon to be laid before the Legislature of the State. 

243-J. Audit of accounts of Panchayats,—The Legislature of a State may, 
by daw, make proyisiohs with respect to the maintenance of accounts by the 
Panchayats and the auditing of such accounts. 

243-K. Elections bf the Panchayats.—(J) The superintendence, direction 
and control jof the preparation of electoral rolls for, and the conduct of, all 
elections to the Panchayats shall be vested in a State Election Commission 
consisting of a State Election Commissioner to be appointed by the Governor. 

(2) Subject to the provisions of any law made by the Legislature of a State, 
the conditions of service and tenure of office of the State Election Commissioner 
shall be such as the Governor may by rule determine ; 

. • Provided; that the State Election Commissioner shall not be removed from 
his office except'in like manner and on the like grounds as a Judge of a High 
Court and the conditions of service of the State Election Commissioner shall 
not be varied to his disadvantage after his appointment. ■' 

(3) The Governor of a State shall, when so requested by the $tnte Election 

Commission, make available to the State Election Commission such staff as 
may be necessary for the discharge of the functions conferred; on the State 
Election Commission by clause (1). * i ; 

(4) Subject to the provisions of this Constitution, the Legislature of a State 
may, by law, make provision with respect to all matters relating to, or in 
connection with, elections to the Panchayats. 

243-L. Application to Union territories.—The provisions ofthis Part shall 
apply to the Union territories and shall, in their application to a Union territory, 
have effect as if the references to the Governor of a State were; references to 
the Administrator of the Union territory appointed under Article 239 and 
references to the Legislature or the Legislative Assembly of a State were 
references, in relation to a Union territory having a Legislative Assembly, to 
that Legislative Asseritbly : 

Provide*d that the President may, by public notification, direct that the 
provisions of this Part shall apply to any Union Territory or part thereof subject 
to such exceptions and modifications as he may specify in the notification. 

243-M. Part not to apply to certain areas.—(1) Nothing in this Part shall 
apply to the Scheduled Areas fefened to in clause (1), and the tribal areas 
referred to in clause (2), of Article 244. 

(2) Nothing in this Part shall apply to— 




(n) the States of Nagaland, Meghalaya and Mizoram ; 

a 

(5) the Hill Area in the State of Manipur for which District Council exist 
under any law for the time being in force. 

(3) Nothing in this Part— 

(a) relating to Panchayats at the district level shall apply to the hill areas 
of the District of Darjeeling in the State of West Bengal for which 
Darjeeling Gorkha Hill Council exists underj any law for the time 
being in force ; 

(b) shall be construed to affect the functions and powers of theDarjeeling 
Gorkha Hill Council constituted under such law. 

(4) Notwithstanding anything in this Constitution,— 

(a) the Legislature of a State referred to in sub-clause (a) of clause (2) 
may, by law, extend this Part to that State, expept the areas, if any, 
referred to in clause (1). if the Legislative Assembly of that State 
passes a resolution to that effect by a majority of the total membership 
of that House and by a majority of not less than two-thirds of the 
members of that House present and voting ; 

(b) Parliament may, by law, extend the provisions of this Part to the 
Scheduled Areas and the tribal areas referred to in clause (1) subject 
to Such exceptions and modifications as may be specified in such law, 
and no such law shall be deemed to be an amendment of this 
Constitution for the purposes of Article 368. 

243-N. Continuance of existing laws and Panchayats.—Notwithstanding 
anything in this Part, any provision of any law relating to Panchayats in force 
in a State immediately before the commencement of-the Constitution (Seven¬ 
ty-second Amendment) Act, 1992, which is inconsistent with the provisions of 
this Part, shall continue to be in force until amended or repealed by a competent 
Legislature or other competent authority or until the expiration of one year from 
such commencement, whichever is earlier.: 

Provided that all the Panchayats existing immediately before such commen¬ 
cement shall continue till the expiration of their duration, unless sooner dissolved 
by a resolution passed to that effect by the;Legislative Assembly of that State 
or, in the case of a Stale having a Legislative Council, by each House of the 
Legislature of that State. 

243-0. Bar to interference by courts in electoral matters.—Not¬ 
withstanding anything in this Constitution,— 

(a) the validity of any law relating to the delimitation of constituencies 
of the allotment of seats to such constituencies, made or purporting 
to be made under Article 243-K. shall not be called in question in any 



( b ) no election to any Panchayat shall be called in question except by an 
election petition presented to such authority and in such manner as is 
provided for by or under any law Inade by the Legislature of a State.'. 

3. Amendment of Article 280.—In clause (3) of Article 280 of the Constitution, 
after sub-clause (b), the following sub-clause shall be inserted, namely :— 

l '(bb j the measures needed to augment the Consolidated Fund of a State 
to supplement the-resources of the Panchayats in the State on the basis of the 
recommendations made by the Finance Commission of the State.;". 

4. Addition of Eleventh Schedule.—After the Tenth Schedule to the Constitu¬ 
tion, the following Schedulej shall be added, namely :— 

"ELEVENTH SCHEDULE 
(Article 243-G) 

1. Agriculture, including agricultural extension. 

2. Land improvement, implementation of land reforms, land consolidation and 
soil conservation. 

3. Minor irrigation, vVatcr management and watershed development. 

4. Animal husbandry* dairying and poultry. 

5! Fisheries. 

fi. Social forestry and farm forestry. 

7. Minor forest produce. 

8. Small scale industries, including food processing industries. 

9. Khadi, village and cottage industries. 

10. Rural housing. 

11. Drinking water. 

12. Fuel and fodder. 

13. Roads, culverts, bridges, ferries, waterways and other means of com¬ 
munication. , 

14. Rural electrification, including distribution of electricity. 

* 

15. Non-conventional energy sources. 

16. Poverty alleviation programme. 

17. Education, including primary and secondary schools. 

18. Technicai training and vocational education. 

19. Adult and non-formal education. 

-20. Libraries. 

21. Cultural activities. 

22.. Markets and fairs. 

, T 

23. Health-and sanitation, including hospitals, primary health centres and 
dispensaries. • 

24. Family welfare. 

25. Women and child development. 

26. Social welfare, including welfare of the handicapped and mentally retarded. 

27. Welfare of the weaker sections, and in particular, of the Scheduled Castes 
and the Scheduled Tribes. 



P S S Thomas 


Mr. Thomas is Principal Secretary, Energy Department, Govt, of Karnataka. He is a 
civil servant of over 30 years standing. He was earlier the Managing Director of the 
Karnataka Power Corporation (1994-95). Mr. Thomas holds a Master of Public 
Administration from Kauvery School of Government, Havard University. 




Peter Greiner 


Mr. Greiner was Secretary of Energy at the Ministry of Mines and Energy of Brazil from 
March 1994 to Mach 1999, having conceived and led the implementation of the Brazilian 
Electric Sector restructuring. He has worked in the electrical sector since 1965, first at 
the Usinas Electricas do Paranapanema (USELPA), which was merged into Companhia 
Energetica de Sao Paulo (CESP). For eight years, he worked as Superintendent and 
Adjoint Director at Eletricidade de Sao Paulo (ELETROPAULO). At these utilities, he 
directed many different areas such as: construction of hydro power plants, contaract 
administration, budgeting and scheduling of projects, tariffs, market projections, 
corporate planning, and technical advising. Mr. Greiner has the degrees of civil engineer 
from the Politecnica of Sao Paulo (1963), and Master (1986) and Ph.D. (1995) of 
Business Administration from the Getulio Vargas Foundation of Sao Paulo. 
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Cautionary Statement Regarding 
Forward-looking Statements 


This presentation includes forward-looking statements and projections, made 
in reliance on the safe harbor provisions of the Private Securities Litigation 
Reform Act of 1995. El Paso Energy has made every reasonable effort to 
ensure that the information and assumptions on which these statements and 
projections are based are current, reasonable, and complete. However, a 
variety of factors could cause actual results to differ materially from the 
projections, anticipated results or other expectations expressed in this 
presentation, including, without limitation, oil and gas prices; general 
economic and weather conditions in geographic regions or markets served by 
El Paso Energy and El Paso Energy affiliates, or where operations of the 
company or its affiliates are located; inability to realize anticipated synergies 
and cost savings on a timely basis; difficulty in integration of operations; and 
competition. While the company makes these statements and projections in 
good faith, neither El Paso Energy nor its management can guarantee that the 
anticipated future results will be achieved. Reference should be made to El 
Paso’s Securities and Exchange Commission filings for additional important 
factors that may affect actual results. 




El Paso Energy 


• Largest natural gas based energy company 
the world—$35 billion enterprise value 

• Origins of El Paso Energy j 
(Mergers & Acquisitions) 

• Pipe and power convergence 

• Post-regulatory environment 
(Market driven) 

• Infrastructure focus 

• Doing business in 19 countries on 
5 continents 


Infrastructur e “Credentials” 

\ 

• More than 65,000 rrliles of natural gas 
pipeline 

• More than 17,000 MW of electric 
generation 

• Oil and gas production 

• Gas gathering and processing 

• Broadband and wireless 
telecommunications 




Merchant Energy Transition Issues 


Some issues associated with the need 
simultaneously to develop power infrastructure 
and transition to merchant conditions in the 
emerging markets 

What is the “appropriate” return in an environment 
moving from sovereign-supported PPA 
to sub-sovereign PPA to merchant risk? 


History 

The assumptions over the last 10 years have been shocked, 
modified, and new “truths” have emerged: 

1990 • Power infrastructure as government responsibility (either outright 

ownership or regulated monopoly—occasionally with self-generation by 
some larger users) has been challenged as an assumption 

• Technical advances in fuel efficiencies; global demand for environmental 
improvement; global warming 

• Philosophical push to deregulate developed markets and induce 
developing markets to move toward privatization 

• U.S. and E.U. energy companies (perceiving home market expansion to be 
physically and economically difficult) sought to grow, enhance returns by 
entering developing markets 

• Asian and Latin “shocks” raised sovereign risk issues, demonstrated that 
many energy companies are ill-equipped to do business outside the 
developed world 

• Evolution of project and multi-lateral finance made likelihood of high, 
non-recourse leverage more difficult 

• Convergence and concentration of energy globally 

• Growing recognition that competitive marketing is possible (virtual energy 
| systems, derivative products, unbundling of services) despite the physical 

2000 monopoly constraints of generation, transmission, and distribution assets ^bbb 




1999—2000 “Big Bang” 


• Sea change in market conditions (U.S. first, E.U. quickly second): 
opportunities “at home” to acquire divested assets, compete in new markets 
introduced competition for capital funding and promised higher “real” rates of 
return 

• Many majoF energy companies announced plans to exit infrastructure market 
(numerous secondary offerings) 

Why? 

• Profitability experience was not good 

• Home markets (being deregulated) offered opportunities for 

• Acquisition of capacity in competitive markets 

• Technology advances (particularly the growth of natural gas as a fuel) 
provided competitive edge in established markets 

• Commoditization of electricity /gas and maturation of trading environment 
required sizd and intellectual capital 

• Public sovereign risk perception evolved and was perceived to be much higher in 
the emerging markets (perhaps the “sovereign risk" was really a badly calculated 
commercial risk) 

• Premium on growth vs. value changed (particularly in the utility industry where 

the traditiona,! assumptions of dividend yield security and stability and regulatory 
predictability were challenged) JJ |m 


Results 


• Significant reduction in private participants in energy 
infrastructure outside the highly developed markets 

• Possible opening for second-tier players (Asian, South European, 
larger Latin companies) 

• Redirection of business plan of those who remain—and the 
features of this new plan are 

• Regional, integrated businesses 

• Expectation of future merchant conditions in targeted markets 

• Premiums on rule of law, democratization, and transparency 

• Investments are analyzed for long-term competitiveness 

• Willingness to expose equity (well-capitalized developers) 

• Role for long term investment managers (infrastructure funds, 
insurance companies and pension funds) as co-investors 

• Premium on top ranked, well-capitalized, co-owner-operators 





Perceptions of Return and Risk 


• Sovereign risk, associated with the PPA, 
return and transition to merchant are 
related concepts 

• Sovereigns, policy makers, and private 
companies have different perceptions of 
return 


The Power Purchase Agreement 
(PPA)—Merchant Dilemma 


• Developer: Sovereign 
guaranty of long term 
PPA 

High return-Mow risk 

• Government: 
Developer a,t risk, 
consistent with high 
return 



Perceptions 




Credit for Sovereign Risk? 


• Emerging market leaders (and their advisors) are asking whether the 
risk-return analysis being done by developers gives sufficient "credit" to 
the host sovereign in setting the energy rate—is the sovereign providing 
credit support but not getting sufficient credit? 

Possible reasons why not : 

• General developing country sovereign risk doubts 

• Experience with disregard of contractual commitments 

• Irrational return analyses 

• Experience with difficulties of political risk insurance (particularly highly 
leveraged projects and quasi-credit risk coverages) 

• Sovereigns rarely give much credit for intellectual capital and 
entrepreneurial value which also must receive aireturn 

• Many emerging market currencies are un-hedgdable and thus the risk 
cannot be reliably evaluated and controlled 


The Private Return Tree 


Which elements of the “return tree” are involved in PPA supported 
projects, merchant projects, or both? 


Country risk re! 



Insurance 


Project rislr& return on investment 
during ccft struction 

WACOlAT) 






PPA Renegotiation 
Risk/Stranded Costs 


• Experience shows that most long term 
PPAs are renegotiated 

• Negotiation generally results in equity 
return impairment 

• Who should bear these “stranded costs?” 

(In almost no case in the developed 
world did/does private enterprise bear 
any substantial part of stranded costs 
in the power market). 


x 


Goal 


Privatization of 


Merchant 

Government 

> 

Owned 

Infrastructure 

lx 

System 


J T 


Purchase price 
of infrastructure 
to reduce 
sovereign debt, 
balance fiscal 
budgets 


Globally 
competitive 
rates; self-policing 
(via market 
mechanisms) 


Is the PPA a logical mid-step? 




Conditions Desired by Private 
Owner-Operator to Take Merchant Risk 


• Market liquidity (market size) 

• Transparent, predictable, regulatory 
framework—including non-discriminatory dispatch 

• Ability to project market demand within reasonable 
± parameters 

• High degree of confidence that availability/capacity 
payments and dispatch expectations will result in a 
return commensurate with risk 

• Recognition of aN systemic costs in ordering the 
dispatch queue (foreign exchange, environmental, 
reliability) 


Conditions Desired by Government 
(as Representative of the Public Interest) 
to Accept Merchant System and Returns 


• Sufficient capacity and reliability of 
supply 

• Sufficient competition/structure to keep 
profits in a reasonable range without 
extensive need to regulate 

• Conditions conducive to new investment, 
modernization 





Conditions: Summary 


1 

• These conditions may be compatible. The PPA is a 
useful tool for creating these conditions over at least 
a 5-year horizon 

• In a power shc)rt emerging market, merchant 
conditions can rarely be achieved with a big bang; 
rather an intellectually “impure” diversity (some 
public ownership, some public supported PPAs, some 
merchant) must be expected for at least 5 years 

• The goal of government under these circumstances: 

• Avert shortages; keep development going 

• Commit to gradual merchantization 

• Attempt to mihimize its ultimate responsibility for 

stranded costs ^ 


Bridge from PPA to 
Merchant-Possible Techniques 


• Short term PPA with right to extend or “put” asset if 
merchant market does not exist at end of primary term 
(issues', definition of merchant market) 

• Create competition through vertical or horizontal 
divisions of government-owned companies (to be 
privatized) prior to privatization 

(issues: regulation of post-privatization activity; 
horizontal divisions tend to permit efficiency 
achievement, but don't per se create a merchant 
environment) 

• Deregulation with various techniques to recompense 
stranded costs overtime (including over-market PPAs) 




Consequenc es: bbservable Results 

» 

• Argentina 

• Oversupply conditions 

• Miscalculations of acquisition prices 
(misreading future price) 

• Lower short-term costs for consumers I 
(particularly industrials) 

• Abandonment of market by some 
players and re-concentration 


Consequences: Observable Results 


• Brazil \ 

• Undersupply conditions (particularly in 
areas highly dependent on hydro) 

• Mixed system—some horizontal/vertical 
divisions and privatizations; some PPAs 
with quasi-sovereign guaranty ■ 

• Movement to capacity payment solution 

as “base rate of return” i 





Consequences: Observable Results 


• Australia 

• Oversupply conditions 

• Miscalculation of acquisition prices 

• Public/private'competition 
(uneven playing field?) 

• Re-regulatory threat; sovereign risk 

• Abandonment of market 


Consequenc es: Observable Results 

• United Kingdom/European Union/ 

United States 

• Existing competitive forces 
(many potential players) 

• Relatively high prices 

• Regulatory “compact” and recovery of 
stranded hosts 

• Robust merchant market 

• Capacity issues: threat of re-regulation 
to ensure security of supply/cap prices 




Conclusions 


• PPA is and will be a useful tool in emerging 
markets for 5 years 

• Phaseout possible where there is a 
reasonable expectation of merchant 
conditions 

• Merchant conditions are less likely in 
“power short” locations 

• No perfect solution: iterative process; no 
intellectual purity in visualizing systems; be 
prepared for a complex, ad hoc picture 


Byron Kelley 

Executive Vice President 

El Paso Energy International Company 

Contemporary Issues in Power 
Development in the Emerging Markets 

World Bank Conference 
Bangalore, India 
May 15-17, 2000 
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SURENDRA LAKSHMINARAYANA RAO 


S.L. Rao is the Chairman of the Central Electricity Regulatory Commission 
since August 1998. He has been a practicing professional manager, a 
management teacher and writer, business economist and researcher. He was 
active in the civil liberties movement and in management associations. Till his 
current position, his experience has been in the private sector. He was 
Director-General of NCAER from 1990-96. He was President of the All India 
Management Association in 1985-86. He was written widely on management, 
marketing and the economy, in books and many articles in the Press and 
learned Journals. He is a well-known commentator on economics and public 
affairs. 
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IMMEDIATE TASKS FOR REGULATORS 
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NEXT 3 YEARS 
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NEXT TEN YEARS 
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convergence. 
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POWER SECTOR REFORM AND 
PRIVATIZATION 

BANGALORE, MAY 15-17TH, 2000 


REFORM OF THE POWER 
SECTOR IN CHILE 

ALEJANDRO JADRESIC 
Former Minister of Energy 





2. SECTOR REFORM IN THE 80s 

f 

• Creation of the National Energy Commission (1978) 

• The electricity law (1982) 

• Restructuration of state owned companies 

• Privatization of Endesa and Chilectra (1985-90) 


3. THE REGULATORY FRAMEWORK 

• Free entry to generation 

• Non exclusive distribution concessions 

• Load dispatch coordination 

• Open access to transmission lines 

• Free prices for large customers ( > 2 MW) 

• Regulated prices for small customers: 

• generation: node prices 

• distribution: DVA 





4. INITIAL APPRAISAL 

• High level of private investment 

• Greater efficiency 

• Lack of competition (high concentration) 

• Low coverage in rural areas 


- 1 - 

i 

' 5. SECTOR REFORM IN THE 90s 

! 

i 

• Objectives: stronger competition - access to the poor 

• Access to natural gas & water rights 

• Constraints to vertical integration 

• Further privatization: new entrants 

• Stronger regulatory institutions 

• Rural electrification program 





6. PERFORMANCE: RAPID GROWTH 



350000 


300000 


-CONSUMOl 


7. PERFORMANCE: STRONG COMPETITION 











9. PERFORMANCE: GLOBALIZATION 

• Chilean multinationals: 

• Endesa, Enersis/Chilectra, Gener, Chilquinta, 
Emel, Emec, CGE/Conafe, Saesa/Frontel 

• foreign investment in Chile: 


Southern Electric, Endesa Espana, Tractebel, 
Iberdrola, Sempra, PP&L, CMS, Duke Energy 






10. PERFORMANCE: GREATER COVERAGE 



11. SECTOR REFORM IN THE 2000s 


• Retail competition - marketers 

• Open access to distribution grid 

• Pool price competition 

• international interconection 







12. CONCLUSIONS 


• Market reform has 
worked 

• Key issues: 

• market structure 

• sound regulations 

• capable institutions 







MR. R. P. SINGH 

CHAIRMAN & MANAGING DIRECTOR 
POWER GRID CORPORATION OF INDIA LIMITED 


Mr. R. P. Singh is Chairman & Managing Director of Power Grid Corporation 
of India Limited, a public sector company involved in the business of electric power 
transmission in India, which was incorporated in 1989 with an authorised share 
capital of Rs.5,000 Crores. During the year 1999-2000 POWERGRID had an annual 
turnover of over Rs.2,120 Crores (provisional) and profit of Rs.610 Crores 
(provisional). 

Mr. Singh, with a career spanning over 28 years has gained rich and multi 
faceted experience in working with leading enterprises; Tata Iron & Steel Company, 
National Thermal Power Corporation and POWERGRID. He has varied experience in 
the fields of Project Execution, Engineering, Contracts, Corporate Planning and 
Human Resource Development & Management. He has also earned reputation as a 
teacher, practitioner and consultant in strategic and professional management. 

In recognition of his rich experience and expertise. Government of 
India appointed him as Chairman/Member of Committees constituted to 
finalise bidding documents with the World Bank. Further, World Bank has 
also honoured him by appointing him as Consultant. 

His academic pursuit and interest in manifested in his association with 
premier engineering institutions like Indian Institute of Technology, Roorkee 
University and giving active support to these institutions in specific projects aimed 
at applied technological developments. He is a keen participant and sought after 
speaker in conferences and seminars. 
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Economics at Universidad Carlos III of Madrid (tenured), Fulbright Fellow and lecturer 
at the J.L. Kellogg Graduate School of Business. He is the author of several journal 
articles and monographs and two books. 
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How to regulate transmission in a 
competitive electricity market? 


• Role of Transmission 

• Objectives of Regulation 

• Tools of Regulation 

• International Experience 

• Conclusions 

• Unbundling 

• Operation 
■ Investment 






Role of Transmission (I) 


• Co-ordination: Higher reliability at a 
lower cost through 

■ Pooling of diverse, uncertain loads 

■ Pooling of generating units 

■ Etc. 


• Effective co-ordination requires: 

■ Long-term: Adequate Investment 
■Short-term: effective system Operation 



Role 6f Transmission (II) 

• Facilitating Competition: provides 
physical link needed for choice 

• Competition requires: 

■Short-teijm: non-discriminatory access 
and cost reflective pricing 

■ Long-term: adequate investment 







Objectives of Regulation 

Ensure that transmission is effective in 

• co-ordinating electricity supply 

■ Investment 

■ System Operation 

• facilitating competition 

■ Investment 

■ Network Access 

■ Pricing 


Why Regulation? 


Some transmission activities are a 
monopoly: 

■ Pricing 

■ Incentives for cost minimisation 

Transmission is sometimes vertically 
integrated with generation: 

■ Discriminatory Access and “self¬ 
dealing” 

■ Discriminatory Pricing 
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Unbundling of MO, SO and TO 







Investment Regime: Examples 

California ISO 

• Any party can invest 

• Transmission prices reflect congestion 

• ISO bears residual responsibility for 
investment 

Fingrid 

• Transmission Company is responsible for 
grid augmentation 

• and bears the cost of congestion 



Conclusions 


• Unbundling facilitates competition 


• Thus, reduce to a minimum the 
scope of monopolistic activities 




Unbundling of MO, SO and TO 







Investment Regime: Examples 

California ISO 

• Any party can invest 

• Transmission prices reflect congestion 

• ISO bears residual responsibility for 
investment 

Fingrid 

• Transmission Company is responsible for 
grid augmentation 

• and bears the cost of congestion 

031 
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Conclusions 


• Unbundling facilitates competition 

• Thus, reduce to a minimum the 
scope of monopolistic activities 






Conclusions 


• Incentive Regulation can improve 
efficiency in transmission 

• Thus, indirectly, also facilitates 
competition (e.g. through lower 
prices) 


Conclusions 

facilitate investment: 

■Allow investment by third parties (e.g. 
through ISOs or Transmission 
Companies) 

■ Ensure that those who bear the cost of 
congestion can invest freely 

• But transmission not a “normal” 
market 

• Thus, Monitor Grid Development 

• Assign residual responsibility for 
investment 
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he held academic posts at the Universities of Leicester, York and Oxford. He is the 
author of four books and over 35 articles in the refereed economic journals. 
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Key to successful power sector 

reform 

□ Common set of issues faced by power utilities 
around the world, although they differ in degree: 

• inadequate financial performance 

• poor commercial performance 

• technical inefficiencies 

• governance and political interference 

□ Privatisation, with increased competition, is of key 
importance to making power sectors creditworthy 
and improving efficiency 
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Reform process 


□ Reform is a package and the sequence is important. 


/ 


^structuring 


Regulation 


V 


Privatisation] 


Competition 


□ First, there must be a clear set of objectives 

□ Choice of industry structure is a pre-requisite for PSP. 

□ Regulation will be important - structural regulation by promoting 
competition is preferable to conduct regulation. 


frontier economics 


Options for private sector 
participation 

□ Wide range of options for PSP, from management 
contracts through concessions to asset sales 

□ Need to choose the option which meets the 
government’s objectives for reform, and hence 
which is politically (and socially) acceptable 

□ There is wide international experience with the 
different forms of PSP in the power sector 
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Global trend 


Country 

Number 
of Sales 

Form PSP 

Dates 

Total Customers 

Purchase cost 
per customer 
(USS) 

Argentina 

18 

Long term 
concessions 

Sep 92 - 
Jun 98 

6,416,000 

438 

Bolivia 

2 

Long term 
concessions 

Aug 95 - 
Dec 95 

397,000 

292 

Brazil 

17 

Asset sale 

Jul 95 - 
Sep 98 

26,871,000 

675 

Colombia 

3 

Asset sale 

May 97 - 
Aug 98 

2,890,000 

675 

Peru 

9 

Asset sale 

Jul 94 - 
Nov 98 

2,066,000 

292 


3 


Jan 98 

883,000 

664 

Guatemala 

2 

Asset sale 

Jul 98 - 
Jan 99 

1,114,000 

557 

Panama 

2 

Asset sale 

Sep 98 

454,000 

665 

India 

4 

Asset sale 

Apr 99 - 
Sep 99 

1,320,000 

28 

Hungary 

6 

Asset sale 

Dec 95 

4,965,000 

222 

Georgia 

1 

Asset sale 

Nov 98 

370,000 

70 

Victoria 

(Aus) 

5 

Asset sale 

Aug95 

Nov 95 

1,990,000 

3,144 
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Privatisation is feasible and works 

□ International experience, from the Americas, 

Europe, FSU, Asia and Australia, is that privatisation 
of distribution is both feasible and works 

□ Privatised distribution companies operate under a 
different set of incentives. These include to: 

• bill and collect revenues - Argentina 

• improve efficiency - England and Wales, Victoria 

• increase connections - Panama 

• improve governance - Orissa 
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Productivity improvements for 
Regional Electricity Companies 
(1991 - 1996 ) 
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Retail competition 

□ Wide recognition of the importance of competition in 
promoting efficiency and minimising costs in power 
sectors 

□ Further, there is substantial evidence on the benefit 
of allowing customers of different sizes to 
progressively choose their suppliers. This puts great 
pressure on the distribution companies to minimise 
their costs 

□ Retail competition lies at the heart of the EU 
Electricity Directive and was central to the reforms in 
UK, Norway, California, Victoria, Argentina and 
elsewhere 

□ A minimal form of this is allowing captive generation 






Impact of competition 

□ Retail competition is a key 
part of the reform of the 
electricity industry in England 
and Wales 

□ Large consumers (over 1 * 

MW) could choose their ? 

supplier on privatisation in f 

1990. They accounted for | 

1 /3 of electricity demand f 

□ Steady increase in market - 

penetration following 
introduction of supply 
competition to 100 kW+ 

market in 1994 (in E&W) -Newenby { 

Source Ofgern 1999, approximate figures, excluding “Other sources of supply" 
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Industry structure and regulation 

(i) 

□ Some key lessons have been learned regarding 
industry structure and regulation for successful PSP 
in distribution. These include: 

• the distribution companies should be not be too small - 
economies of scale depend heavily on local circumstances 
and it is not the case that they are exhausted at around 
300,000 customers in all countries 

• investor control is important - for example over existing 
employees and power purchase costs 

• attracting the best qualified private investors and 
maximising prices paid for assets requires that regulatory 
uncertainty is minimised 
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Industry structure and regulation 

( 2 ) 

• structural regulation through enhancing competition, 
particularly allowing large consumers to choose their 
suppliers, is important 

• allowing captive generation is an example of such 
structural regulation - it puts a limit on the price which can 
be charged to industrial consumers 

• consideration should be given to drawing concession/ 
license boundaries tightly, allowing competition outside the 
boundaries for new rural consumers (as in Panama) 
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Minimising Regulatory Risk 


□ Important to distinguish between decreasing 
uncertainty over tariffs and actual level at which 
tariffs are set. 

□ Private companies target specific rate of return (or 
an acceptable band). Consequently, depending on 
the expected tariff level they will adjust the price 
they bid for the contract (or equity) accordingly. 

□ Therefore, it is primarily the degree of certainty 
rather than absolute level of tariffs which is 
important. High uncertainty will dissuade reputable 
companies from bidding. 
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Concluding remarks 

□ There is substantial international experience in the 
privatisation of distribution. It is a feasible option 
and it works 

□ Successful privatisation requires that uncertainty - 
over tariff paths, data, competition and planned 
future changes to the structure of the industry and 
regulatory system - is minimised 

□ Retail competition is important, and works for large 
and medium size consumers 

□ But the speed and extent of liberalisation need to be 
traded off against their financial impacts on the 
industry 
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regulation. 
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• Restructuring process 

• Privatisation process 

• Regulation 

• Results 

• Conclusions 
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The restructuring process 


The Argentine Experience 


* Decision to Privatise and Deregulate the 
Economy 

— Search fora “market” model (minimize regulation) 

- Vertical Disintegration j 

• Competition in Generation 

- Atomisation of business 

- Central dispatch with a merit order 

- Free entry of new participants 


The restructuring process 


Law 24065 
Policy Objectives 

to protect user's rights 

to promote competition in production and encourage 
investments which will guarantee long term supply 

to promote free access, no discrimination, and 
generalized use of transport and distribution services 

to regulate transport and distribution activities 
ensuring just and reasonable tariffs 

to give incentives for efficiency in demand and supply 
through appropriate tariffs ! 

to encourage private investments while assuring 
competitiveness in all markets 
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The privatisation process 


Privatisation Mechanism 


Long Term Concessions (95 years) 
Management periods (10 years) 

Control package sold 
Two stages bidding process 

- prequalification 

» Technical operator 
» Financial requirements 

- Economic offer 

» among all pre-qualified bidders with no distinction 

Concession contract approved by Decree 


The privatisation process 


Distribution 

(Federal Companies Only) 


3 Business units 


Firm 

Costumers 

Km2 

- Edenor 

1.920.000 

4.637 

- Edesur 

1.865.000 

3.300 

- Edelap 

240.000 


Bidding 




- Concession 

- Bidding Documents Sold 

- Offers 

- Winner's offer (U$ M) 

- Runner-up's offer (U$ M) 


Annual Revenue 
1992 (U$ M) 
588 
636 


Edenor Edesur Edelap 
7 7 5 

5 4 4 

427 511 139 

417 501 46 
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Regulation 


ENRE 

Ente Nacional Regulador de la Electricidad 
(Electricity Regulation Agency) 

Functions and Responsibilities 

• to enforce Law 24065 and the terms of the concession 
contracts 

• to establish regulations concerning: 

- Security 

- Technical Norms and Procedures 

- Metering and billing 

- Meter use and control 

- Interruptions and Reconnections 

- Quality Standards 

• to prevent anticompetitive discriminatory and monopolistic 
practices 

• to establish the basis for fixing tariffs and to assure their 
implementation 


Regulation 

DISTRIBUTION 
Main Characteristics 


• Public Service 

• Obligation to meet all demand in the 
concession area 

• No pre-determined investment requirement 

• Must allow indiscriminate access to their 
distribution capacity to third parties 

• Commit to specific quality levels 

• Maximum tariffs 

• Abandonment of facilities has to be approved 
by ENRE 
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Regulation 


DISTRIBUTION 

Tariffs 

Price cap (RPI-X+Y) on tariff structure 
5 years revisions (First one 10 years) 

Complete pass-through of Wholesale prices 

- T= Pw(1+5)+DVA 

- where 

» T Tariff 

» Pw wholesale price (generation + transmission) 

« 5 technical losses 

» DVA Distribution Value Added 

right to buy at a “seasonal price” 

Transferred contracts with complete pass-through. 
New contracts pass-through only of seasonal price 


Regulation 


DISTRIBUTION 
Quality Controls 


Three Stages 

» Stage 0 12 months of grace period 

» Stage 1 36 months measures at MV level 

» Stage 2 Measures at each costumer level. 

Quality of Technical Service 

» Frequency of Interruptions 
» Duration of Interruptions 
Quality of Technical Product 
» Voltage Variations 

Quality of Commercial Service 

» Handling of customers complaints 
» Connection times 
» Estimated billing 
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Results 
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Conclusions 

• Problems (with the benefit of hindsight) 

- Lack of detailed information (impedes comparisons) 

- Rigid concession contract (con or pro?) 

» Increase in demand for quality 

• Benefits 

- Positive results in terms of efficiency 

- Improvements in quality at constant prices 

- Positive externalities (on provincial companies) 

• Overall a positive experience 
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Mr. Phillips is partner at the law firm Cameron McKenna which provides a 
comprehensive commercial law services to businesses, financial institutions and 
governmental authorities, with particular strengths in a number of industry sectors, 
advising clients on transactions and projects in many countries of the world. 
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PRIVATE SECTOR INVOLVEMENT 


■ Slrare Disposal 
IPO v. Trade Sale 

■ Franchise 

(not mutually exclusive to share disposal) 

■ operational and management contract 


power- ppt - pS 


THREE SMALL STEPS FOR MAN - 

THREE GIANT STEPS FORiTHE INDUSTRY 

! 


■ Commercialisation 

■ Corporatisation 

■ Share disposal 
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PUBLIC SECTOR COUNTERPARTS (1) 
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■ failure to identify the team to have 
responsibility 

■ failure to allocate sufficient management 
resources 

■ failure to allocate sufficient time at board 
meetings 

■ failure to achieve high level leadership 
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PUBLIC SECTOR COUNTERPARTS (2) 



Contracts 

What was originally done on a bilateral or 
multilateral basis between personnel within 
the same organisation will need to be 
reflected in a matrix of contracts 



PUBLIC SECTOR COUNTERPARTS (3) 


CMS Cameron McKenna 



These contracts will need to be in place 
before private sector invests 

nfeed for objectivity in negotiations 

consider number of governments owned 
companies (GOCO) 
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REGULATORY AND TARIFF ISSUES (1) 



Need for regulatory affairs group within 
GOCO(s) 

Need for Regulatory Commission to 
understand paucity of information in public 
sector (one of the reasons for privatisation) 

Personnel in GOCO(s) and Regulatory 
Commission should be given equal 
opportunity for training 
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TRANSFER SCHEME 


■ Authorised by legislation 

■ Allows optimum positioning of assets 

■ Allows subsequent re-transfer of assets 
during transition period 
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PRE-EXISTING LOANS 


A commercial decision as to how these should 
be allocated but will be affected by actual terms 
of loans 
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REAL PROPERTY 


■ Consider avoidance of windfall profits to 
shareholders 

M 

■ Sharing of benefits of property development 
between public and private! sector 
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ENVIRONMENTAL 
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Inherited contamination 
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■ risk passes with the company 

■ risk remains with the public sector 

■ shared risk 
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GOLDEN SHARES 

iii 

■ jslon-participating shares 

H 

■ Used to protect against particular steps which 
Government wishes to avoid, e.g. alienation of 
key assets transferred with GOCO 

ll 
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DATA 


■ Accuracy and quantum of information 

■ Proper investigation prior to bid procedure will 
eliminate time consuming follow-up by bidders 

■ Need to understand culture of private sector 

■ Time really is money 
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POST-COMPLETION ADJUSTMENT 

§||g 

■ On trade sale accounts will be drawn up after 
completion date 

J#l 

■ There may need to be adjustments in light of 
information revealed by those accounts 

*«T c" t i»>c ti™ 

■ Ipe minimus adjustments can be disregarded 
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SHARING THE PAIN (1) 

is : 1 

■ If consultants are completely funded 

externally, then public sector participants are 
immune from the impact from delay, lassitude, 

|pP 

procrastination and general inefficiency 
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Power Sector Reform and Privatisation 



Breakdown in the Indian Power Sector 

• SEB Performance (1998- 99) 


- Rate of Return 

(-) 27.5 % 

- Commercial Losses 

Rs. 18,081 crores 

- Subsidy 

1.7% of GDP at Market Prices 

Rs. 30,345 crores 

- T & D Losses 

Reality : anywhere between 40 to 60 % 

• 1997-98 

22.1 % (Reported) 

- Revenue Arrears 

Rs. 11,535 crores 

- Outstanding Dues (to CSUs) 

1.1% of GDP at Market Prices 

Rs. 16,800 crores 

- Out of £very rupee spent, only 79 paise was recovered 

• Capacity Addition (8th Plan) 

- Target: 30,538 MW - Achievement: 16,422 MW 

Power Sector Reform and Privatisation 

1 D F C Bangalore, May 15-17, 2000 
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Breakdown in the Indian Power Sector 


• Focus on generation 

- Little incentive for efficiency 

- “First Among Equals", e.g. Fast Track vs. MoU vs. Mega Projects 


Demand for Mega Watts is npt backed by the ability-to-pay for 
Mega Watt Hours 


Distribution - the cash generating end 
- under state-ownership 



Unreliable demand estimate^ from the regimes of central 
planning and administered pricing 
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Distribution Privatisation 


• Prevailing Model: Salient Features 

• Limitations of the Model and a Way Out 

• In Summary 
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Prevailing Model: Salient Features 

_Observed in reforming states 


Privatisation of Distribution 


• Against the backdrop of — 

— Ur&rsdsd employee ia M ties, e.g , \yansksn find constants 
- In seme cases, Long-term PPAs and escrowed distribution areas 

• State Governments have been — 

Carving-out distribution zones - combining urban and rural loads 
Restructuring financially to create a positive capital base for the new entities 

• Asset Valuation, Apportionment of assets and liabilities, Setting off SEB dues etc. 
Preparing Memorandum of Information (Mol), indicating T&D loss levels 
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Prevailing Model: Salient Features 

Observed in reforming states 


• Regulation of; Distribution Companies (Distcos) 

- Cost-plus approach; annual tariff setting to ensure reasonable return on rate 
base to Distcos, at specified performance levels 

- Rate base and performance levels likely to be affected by the Government’s 
“endorsement” of Asset Valuation and T&D Loss Levels indicated in Mol 

• Single Buyer Model 

- The state owned transmission company to act as the sole agency for 
procurement and onward sale of power to Distcos 

Rationale for ‘pooling* low-cost and high-cost power -- 

- To ensure uniform price across different regions 

- To facilitate honouring of the existing power purchase agreements 




M 

I D F C 


Power Sector Reform and Privatisation 
Bangalore, May 15-17, 2000 


s 



Limitations of the Model and A Way Out 

V"----— 

Factors Diminishing Attractiveness of Distcos 


Escrowing away of parts of distribution zones 

- e.g., CESCO in Orissa - “Swiss Cheese Effect” 

Long term liabilities, f<br which funding was not provide 
Major investments just prior to privatisation 

- “Liabilities-side is a reality, asset-side is a belief 



Do not burden Distcos with these inefficiencies from the past. 


* Overvaluation of assets lead to higher tariff for consumers 


Avoid arbitrary overvaluation of assets. 
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Limitations... and A Way Out 


Scope for Regulatory Uncertainty 

! 


• Bidding in the dark, with regard to Regulatory approach and 
parameters . 

- Basis for asset valuation 

- Likely tariff levels 

- Expected performance levels 

- Timeframe for introducing retail choice 


Spell out regulatory approach and parameters ex-ante, 
that is, at the time of sale. 

_Reduce scope for ex-post re-negotiation. 
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Limitations... and A Way Out 


* 0 * 

— 


Impediments to Efficiency 


• Single Buyer Model • no choice for Distcos 

• Long term PPAs of SEBs with poor credit rating 

• Monopoly franchises - no choice for end-consumers 

Allow choice to Distcos; and to consumers, in due course. 
Allow efficient producers and creditworthy consumers to find each other. 


• Cost-plus regulation and annual review diminishes incentives for 

aggressively pursuing efficiency _ 

RPi-X or Performance-based regulation 
_ with longer periods between reviews. _ 

Power Sector Reform and Privatisation * 
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Limitations... and A Way Out 


Scope for Hiding Inefficiencies 


• Combining urban and rural zones 


Start privatisation with urban zones. 

Explore ways to enhance viability and attractiveness of rural supply. 


• Routing cross-subsidy through operating agency 
_Give subsidy/assistance directly to targeted segments. 
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DO NOT... 


In Summary 


• Burden Distcos with the inefficiencies from the past 

- e.g.. Unfunded liabilities 

* Undertake major investment programmes just prior to privatisation 

* Institutionalise ^Single Buyer Model 

* Encourage SEBs or Governments to enter into long term take-or- 
pay commitments for power purchase 

• Escrow distribution zones 

• Overvalue assets arbitrarily 

• Combine urban and rural zones for privatisation 

* Route cross-subsidy through operating agency 

«n» 
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In Summary 

DO... 


• Start privatisation with urban zones 

• Spell out regulatory approach and parameters at the time of sale 

• Allow choice to Distcos and to consumers in due course 

• Explore ways to enhance viability of rural electricity supply 

- Co-operatives 

- Privatisation based on minimum subsidy bidding etc. 

• Give subsidy/assistance directly to targeted segments 


I D F C 


Power Sector Reform and Privatisation 
Bangalore, May 15-17, 2000 
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continues as an Emeritus professor. He also holds an Honorary Professorship at the 
National Institute for Advanced Studies, Bangalore. 

Prof. Sengupta’s research interests extend from Power Systems Dynamics and control 
to the study of the problems of Rural Electrification in India, Loss Minimization in 
Transmission and Distribution, Load Forecasting and Demandside Management. It 
was based on his studies that the “Bhagyajyothi” programme of “one bulb for one 
hut” was initiated in Karnataka State. He is presently engaged in a project from 
Karnataka State Electricity Board for Energy accounting and computerization of the 
data system. 

Prof. Sengupta has authored a number of books and technical papers. His books for 
children have been widely acclaimed. 





cohsmsmS oh- forms : 

Pa/rUcipotiort' of Rtvr<vl Se-cfor * 


• D • p. $£W (jUPTA 

Professor (F#v) Jm0Ua*v Iwtuti^te- d£ S&'^ttcd, 

PrOfttSCrr (Fte*) M«^o»WvL kKiitWl tf/ 

4<Av<wtCc^t SUitfUfcS 

0 mj 6 aloj?£ 




TMe ?cmw sector in India, iuxs grown, 
more, Qiom, 50 times m 50 gears Smce 
i9SOj and, the iMSbalUd, capticfy of 
93GW la grossly '\AMKdztyMKbe- 

V,//r grQfMb'f fv9..' 0. A 

WfiosJ, Or, dtr.e r*s,ro.l Si/J/tr 

• ’ 

Xw 1950 * 3000 Owt of 0 « 56 mLltovu vdla&s were 

electrified 

More Vhm* 0-5 rvv villages 0/re* vi/OW eUctriite^U. 

In 1950 , chvUj 18000 pMtnpstbs were eMArojized 

KJekyU 13 ryi^HUXW £u*vvpse,t$ 0/re ^ 

J 6 ue/rgae<t* 

Cone* of j the* wiftjor conbYikidfirS to lncU*<\s *tw/rivtn^ 
tfrtMvu <jk d£.f>UM/t o. food swrpUAS conntrfj 

ktyiCAAM^AA/rob G0WA9i»VW-^tvOlA/ < HaS 

grotYVt, 1 vwjj costly • 


Percents 9 ^ 

COM,Su/mptUta/ major c«iafiu*ur9fO«8S| 

Year 

l$84 -85 

ms -9o 

I99«» - 

A6RIC0LTORE 

1 18 ’4 

26 

32-6 

domestic 

9 

« 

13 

i 

!6‘Z 

1 


INDUSTRY | 50-6 j 42 | 33 


Ag^tCixX 6 urxxl c^swvyvptorv is nxlatiA/ely k> 

&&. st^rKV states cvwcC 
A/rp Vovi <%uvi. La/rae. QftC . 








The vtctous circle of t he A ^ ricutural Powg,c 

sector 


I ConttAMC 

y*% st at*vs • mo 

fcefwsaL to pay. 
sentiment C>fplotted 
_b> (oeol politico! porbups 

Reseat merit of I 
rvtral consu.^^} 


State subsidised I 

fftfr OOd > •. 
uufiMeUftd electrutby 
euppU to the A 3 . i 
sector 1 


b 


\ 


Intermittent] 
Supply at poor 
voltage to CKe 
rural Sector 


Unaccounted, 
excessive * 
meff iccent 
use of elec*&. 
n.o returns 


7 


Inefficient 
dist rib nuon 
tyshefYi.larse 
Tit> Loss. 


Pefvctt of Pow/tr, / 

Energy % Scarcity of Le 
funds despite^ cross . 

subsidy. Inability id 

odd to mstaitedu I 
eopaccty & improve. Tib 

Cy stetm 1 




Focus on Karnataka State 


Installed. capacity 5 4216 MIV : 67% HYDEL 

W 337 THERMAL 

1996 -99 ntccrrfs-d Energy consumption 

j2.28 82 MU 

* I I 

k (unrestricted) Power demand. 7 4600 mw 
U nrestricted ENERGY requirement 7 28000 MU 
Expected deficit; PeaJciug Power 12-157. 

Energy 15-2.0/ 

No. of Villages a 27000 ! No. op pumpsetsd 1-2 m 
Rural Energy consumption 35-407. 

TiD Losses SO -25y, 

In other words unaccounted. Elec.energy s> 657. 

Revenue collected from Less than 357. of Energy 

# Industrial & Commercial consumers constituting 
abowb 11% contribute about 6fe% of che revem. 

* BHAOYAJYOTHl scheme of "One bulb one kut" 
presently supplies 2million fm/ts us«ng a 2%, 

of Cht total energy 











































PfuvattZAlvOu-: Wltfvt oJxtot Uu voeftt sector? 


If tfu So/irn*wwvt (AM-aUrtnJtes fe prov-ide. SttbSuii^ 
4t w-f/Ct «cvW/0<wM/t Cb •• 

ApprWu»u)Utiy Ks lOQOcrcms fur h if- 

( $ 465 ik.) fey 10,000 «kU awS. 

Fqy (\, wu/re YWuUsttC Tdt& of Ps 3-50 fe wicUndc 
j cUstr/CfewCton- toss 

OU Subsidy OOW«S to P$ l500Crffm [46i5»*»3 

It is ess-evvfcukt foot the ywkAj cm amen pay 
Coot Least patty) for Che mvryy they consume 

How com, the puMipstl users be mvo Wed- w 
Ct\e pyocess op informs cwuL persuaded, to short- 
Che cost of eMorgy| CKiy COwSvu'vie?, 

LvifWvvial oUlsawssvOW 'W/tcate that Lhx. prwnfs^. 
(Minors owe. pntporrtd to pay fwtljy for Wte ^viera'-i 
ChM) wse | 

PKOOtCMS * j) +tow to ensure re^iAW *t 

proper voltage? 

2) ffow lb Meo^wC' (Pw. evu/rg<y oows^vied ? 
f Even i4 the jHwwpset owners pWfvvVt (iwstwllalion. 

Of pneaS'f METERS, YtouiUtfg I'lnv -weCws ts not .going 
fo be easy oandh wed be costly ■ hUtial cost of 
iweb/r iMSt(Mlo>.tton woa be^ abouX' l 20 orores j 















A prxypOSoJL Co vA'V/olA^' r f4/^r&X' cort£4AWt€A~s 





Swbst 0&OV\ 



0 Locale TrcaAS former 
aJt ! rncvrket place, to help , 

vulva | OMSiA'Mets to OUM^fi 
THEIZ SowrCt of eltCtrit j>a*/tr 
C biStritvdiOl^ toss WtdUMJtd W fojL 
\ pnootss. {/outage improves) 

2) $W*lt MdcpwJLMUt poms pyv<k\ctr; 
provided. Capital subsidy to set (if 
200 kv a - J mi/a. sesitraiors 

3) £ttral 0>v\SMvi^rs assured covdlrwjov^ 

Gi/ipply OJt bctit/i Voltage provided QMj PAY, 

04 (40$i partly for Ohjb electricity 0KJLJ CoHCaMC' 

a) The f/lcV, liPTCLgrid & .stampby source, 

5) Instead, of vAstafUMg Cvurqy meters, Cefrds 
(lOce ptuouecovMs) wag be used 

(o) P>{\aqy<tyyc*ki co^\9iMKtrs <vre ievud a foxed 
CUovrge of Gs io/~ a twovUh* 




Ovi om, teatis , we 'may Identify 

4-5 centres and i/vistat 3 ene/rotors 

fxlewswe dUscussLoiAS aoaXW rwrai con &oumesrs > 

powtfkAvts w/rvtten simple 
lavt^/ofruje 3 coAwincwuj them thati Ckc tanansfWfl 
owd CPu. 5 ^vt^tor beJUivtg to Chfr</r rlAla^es cmd 
if CVvtv WttwJt 0<>viXvwx0viS supply at proper vovtagi 
Ch&j ^OaaJxL pO*j cd,(juxsi for a p&rtl of C V\Su i^ntte 
CKjmj cons awe. 

Wie (t'cw^ takes complete re^pavisUrvUity of 
rvnn/in>3 CPU. yvAJtf oJ&rs OwkL feeding £\ecbric\ty 
Ct> LV\jl \MJUx ges identified. The. licensee paroh<*se£ 
electriedy ftovw Che aUxYivuj g^erojtor down 

~iiwie. 

T&D losses ouro d^ro ,sticaMy reduced by da.ctvdrz\]izc 
local generation. 

5Wuxll power prodUccers may be mv/oli/cd 

EfyuAMMevds of phone cards may be boaglvt by 
tvu, pump set owners from floe licevi see for a 
Curtain number of units to be consumed,. Power 
frapp l\/ fc a consumer Is switched, on b^ wvsertion 
of IPul card a/od lasts as long as Che units tost 

CoYi€twv\tAT9 izaJUib foe MAgmai 6f ImpYDUW'g 

or?..',-; »*a r*. t < n**t,< 'vjayws^s the cards rar. oalfd 




(✓OCCLUSION 

PcY 'e£-Oy~ A *Y'~£ ~c SA/JIC-isCd-- iMe WJl&yiS . rrrVu*!**^ 

* y * 

cjwv^ **i& com^W-£4£WS c>f r^/Mr^yt sec&rr £uwe ^. 

co^wi‘Z^\6€. of • Go Vz/Y n, m Q^h U/Joi/id^ l& rso <?/r** 

X)tco*XroJAie/L porttK production by ^ll IPP5 #Oi/h 

fyid- t^ck. KAJp (tfA&y. fVWAVipS-tfc Ot/OVl&YS -for CKtC 

cov\s<A^v4>tXxM^ ? ^mo^y be toe av\^vArer, 

C/vwoiv/Wtg rwdl cqvL&A4vi6YS omd, st/Mvnq &uaA p^ACoift^U 

ojft, e.sseMfood' . 

scJtAwe of Ovi6 buX6 far Ov\e 4 ua£ 'ryMGb 
UWALwAt. lUost- </JH© <*biA$& Qax, soheme, to to ^ 
p€+uxJyy>eyL . 




Consensus on Reforms: 

evolving content through participatory process 
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Consensus on Reforms: 

evolving content through participatory process 

• Building consensus around a model or 
Building a model through consensus? 

• Who are the stake-holders being 
considered? 


Prayas - I Sih May 2000 
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Consensus on Reforms: 
evolving content through participatory process 


What is needed for consensus? 

• Open participatory process of decision 

• Information about crisis, options, and 
their implications 

• Confidence in the process and lead 
actors 

Prayas - 15th May 2000 Power Sector Reforms and Privatisation 


Consensus on Reforms: 
evolving content through participatory process 

What really happens? 

• Process 

• Information 

• Language 

• Confidence - historical factors 
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Consensus on Reforms: 
evolving content through participatory process 


Example of Electricity 2000 Bill 

• Three drafts in circulation 

• Aims of Act not included with draft Act 

• Envisaged structure of sector not articulated 

• Options assessment not carried out 

• Need for drastic action not justified 


Prayas - 15th May 2000 Power Sector Reforms and Privatisation 


5 


Consensus on Reforms: 
evolving content through participatory process 

Example of California Process 

• Problem definition, possible directions ft Public 

• Blue book: Preferred direction ft Public 

• Procedural planning - involving stake-holders 

• Presentation of proposed decision ft Public 

• Decision + road map for transition 

(Process took only 3 years) 


Prayas - 15th May 2000 
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Consensus on Reforms: 
evolving content through participatory process 


Conclusion 

• Participatory decision process 

• Sharing of information and analysis 

• Confidence building measures 

• Separation of “Urgent” from 
“Fundamental” 

Prayas - 15th May 2000 Power Sector Reforms and Privatisation 7 
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Consensus on Reforms: 

evolving content through participatory process 


• Building consensus around a model or 
Building a model through consensus? 

• Who are the stake-holders being 
considered? 


Prayas - 15th May 2000 


Power Sector Reforms and Privatisation 







Consensus on Reforms: 
evolving content through participatory process 

What is needed for consensus? 

• Open participatory process of decision 

• Information about crisis, options, and 
their implications 

• Confidence in the process and lead 
actors 
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Consensus on Reforms: 
evolving content through participatory process 

What really happens? 

• Process 

• Information 

• Language 

• Confidence - historical factors 

Prayas - 15th May 2000 Power Sector Reforms and Privatisation 4 






Consensus on Reforms: 

evolving content through participatory process 


Example of Electricity 2000 Bill 

• Three drafts in circulation 

• Aims of Act not included with draft Act 

• Envisaged structure of sector not articulated 

• Options assessment not carried out 

• Need for drastic action not justified 
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Consensus on Reforms: 

evolving content through participatory process 

Example of California Process 

• Problem definition, possible directions Public 

• Blue book: Preferred direction ft Public 

• Procedural planning - involving stake-holders 

• Presentation of proposed decision 1} Public 

• Decision + road map for transition 

(Process took only 3 years) 
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Consensus on Reforms: 
evolving content through participatory process 

Conclusion 

• Participatory decision process 

• Sharing of information and analysis 

• Confidence building measures 

• Separation of “Urgent” from 
“Fundamental” 


Prayas - 15th May 2000 
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Power Project Financing 
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Flow of Presentation 

► Key Characteristics of 
►Key Risks - Power project specific 
►Sector Specific Issues - Power 
►Funding Requirements -Power (2005) 
►Financing Constraints 
►The Way Forward 






Power Projects Financing - Ko^haracteristics 



Capital Intensive - Finance Driven 
Long gestation period 
High I DC component in the project cost 

Rupee Revenues & Forex debt obligations - Forex 
risk 

Security Package is crucial for lenders 


Infrastructure Financing Risks - Power 
Project specif 

❖ Demand Risk- Low. 

❖ Project Completion Risk - Low to Medium 

❖ Operating Risk - Medium 

❖ Financial Risk 

K Forex Risk - high 
K Inconvertibility risk - Medium 

❖ Political Risk- Medium to High 

❖ Counter Party Risk - High 

❖ Legal & Regulatory Risk- Medium to High 
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Power Projects Financing - 5 







Estimated gap in Power Project Financing 

2005-2006 


• Typical funding at DebtEquity of 70:30 

i 

• Domestic debt at 50% of the total debt component 

• Total power project finance that US$ 14-18 bn (Rs 70000 core) 

can support - US$ 45 bn (Rs 2,00,000 crore) 

• Funding Gap at requirement of US$ 65 bn 

(i.e.US$ HObn -US$ 45bn) 

• Above gap may have to be met through j 
bilateral/multilateral/government funding/EGB’s 



Power project financing - C 


1 Exposure norms for FIs/Banks based o 

- industry, prudential & project 



B Asset - liability mismatch for Banks 
1 Sanctions abound - disbursals fevy 

- Non allocation of Escrow 

- Inability to tie up equity & project agreements not in place 
-State support agreements not finalised 

-Long drawn litigation - e.g. Madhya Pradesh 

1 Lack of consensus on Escrow alternatives 

-Third party sale 

-Escrow cover by State Govt of identified revenues 
-GOI Counter Guarantee 

- Recourse financing 
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♦> ♦> 


Power Projects - Alternatives to Escrow 


- SEBs with escrowable capacity 

K 3 tier security system to continue as of now 
K consideration for states where reforms are effective 
► SEBs which do not have any escrowable capacity 

& 

❖ SEBs desiring IPPs beyond escrowable capacity 

State Govt, commitment towards implementation of reforms 
Time bound improvement in operations 


Power project financing - th 

State Electricity Boards 

I Restructuring & tariff rationalisation , 

1 Privatisation of distribution on a war footing 
1 Renovation & modernisation of existing plants 
1 Detailed study of system losses : Energy Audit 
1 Measures for reducing T&D losses 
Banks 

1 Long term funds : 10/15 year bonds 
1 Pension/PF/lnsurance funds - route through banks 
1 Long dated refinance window 
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Gap Between Approvals 
and Financial Closure 


A Presentation 
by 

Rajiv Bhardwaj 


Current Status - Private Power 


^Techno-economic clearences 
3€In-principle clearences 
Finances tied-up with I FIs 
^Seeking financial tie-up 
Under Construction’*' 

Fully commissioned * 


28,862.5 MW 
10,090.9 MW 
19,836.0 MW 
16,604.0 MW 
4,876.0 MW 
4,808.5 MW 


Inclusive of Licencees 





Current Status - Private Power 

Progress over the last eight years 

Projects proposed - over 100,000 MW 

Projects commissioned - 2700 MW 

Financial closure (FC) - 3000 MW 

§€ Likely to achieve FC shortly - 12,000 MW 

Projects abandoned in the last 12 months due 
to lack of progress - 8,000 MW 


Status of Projects 

Year Moll FC Commissioned 

1992 982 

1993 630 

1994 16 9 2 

1995 11 5 1 

42 25 5 





From Approval to Financial 


Closure 

Approval — Investment proposal found to be 
viable by prospective promoters 

Financial Closure — Execution of documents 
relating to debt financing of the project 

Intermediate Steps 

[^Approvals and clearances from relevant authorities 
E3Tie-up with other agencies involved and finalisation 
of agreements (e.g., PPA, FSA, O&M, EPC) 


Fundamental Causes of 


^Substantial gap between Promoters and 
lenders perception of risks and project 
viability 

^Differences in objectives of promoters, 
lenders, and approving/Govt. agencies 

3€Involvement of a large number of 
facilitating and regulatory agencies and 
organisations 










Construction Risk 

3€Cost over-run 
3€Time Over-run 
^Performance 


Market and Operating Risks 

Revenue/Expense divergence 
3€Plant performance 
3€Excessive Operating expense 
3€Off-taker performance 
^Competition 
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Financial Risks 

^Interest rate risk 
^Foreign Exchange risk 
3€Inflation 


Political Risks 

^Expropriation 
Change of Law 
E3National 
EEtate 
ETax-related 
^Environmental 






Legal Risks 

inadequate Legal Framework 
^Legislation 
QCase law 
^Administrative law 
^Regulation 

international, state, provincial 
jurisdiction 


State of the SEBs 

^Financial Condition of the SEBs 
3€Ability to honor 20-30 year PPAs 

i_ack of reliable financial and 
operational indicators 

inability to provide suitable security 
mechanisms 






Promoter/Developer Profile 

3€ Lack of Experience 

ESDelays in getting requisite approvals 
^Enhanced risk perception on the part of the lender 
3€ Lack of Financial Strength 

ESInability to Bring in Full equity Contribution Up-front 
0No ROE for initial investments 

Different Policies and frequent relaxation has led 
to lack of discipline on the part of the promoters 

Lack of Commitment borne out of unrealistic 
expectations 


Project Status 

^Projects come to prospective lenders at 
various stages of development 

3€Quality of preliminary information 
memorandum 

^Support available from 

ESCentral and State Governments 
ESApproving agencies 
ESLocal people 

[^Environment concern groups 





Contractual Agreements 


m 

§€ Project financing is fundamentally based on and 
secured by contractual agreements 

^Differences between contracting parties is a 
notorious cause of delay 

3€Weak Financial Strength of Contracting parties 
adds to the risk perception of lenders and adds 
to delays - SEBs, coal companies 

^Liquidated damages considered insufficient by 
lenders e.g., EPC, O&M, FSA 


Project Economics and 
Financial Projections 


^Apprehensions regarding sustainability of all 
contracted agreements and increases in cost 

Expiry of bids relating to EPC and O&M before 
financial closure and consequent renegotiations 

$€Govt. policies are not yet very clear - e.g.. 
Liquid Fuel Policy, escrowability 

9€Tax benefits such as 10(23G) tend to remain 
equivocal 

Fears regarding re-opening and renegotiations 
of PPAs 





Project Economics and 
Financial Projections 

Changes in cost 
^Increases in fuel cost 
E3exchange rate variations 
EStfnterest rate variations 
ESincrease in equipment costs 
ESSncrease in construction costs 
Heavy dependence on international markets 

^Unreliability of sustained predictable revenue 
streams 


Interconnection, Transmission 
and Related Infrastructure 

3£Ability of SEB to provide adequate 
evacuation systems 

3€Grid Infrastructure 

3€Fuel and other transportation 
facilities 






Payment Support and 
Security Mechanisms 

3€Escrow cover is unavailable in many 
instances 

3€Charge on assets is an illiquid security 

$€Counter-guarantees no longer offered by 
GOI 

Exercisability of State government 
Guarantees is suspect 

3€Absence of adequate insurance cover 


Other Causes of Delay 

Numerous approvals have to be sought 
Number of approving agencies 
Approvals are often inter-dependent 

Promoters delay execution of documents at 
times in order to avoid commitment fees 

3€Lack of experience of promoters in procedures 
relating to financial closure 

3€Lack of risk capital 







3€ Reforms in the sector 

3€ Standardization and transparency for 

enhanced information sharing and dissemination 

^Specialisation to reduce costs in terms of time 
and money 

Prudence and discipline intended to add 
credibility to systems, procedures and guidelines 
laid down by Banks and FIs 



£§ Frame basic and standard documents (akin to 
ISDA) 

Lenders should frame basic principles and 
guidelines 

Frame a process chain of steps in power sector 
investment make it easily available to 
prospective promoters 






Provision of fee based services relating to 
getting approvals and preparing basic 
documents and information memorandums 

^Standardise format in which information is 
sought by funding agencies 

§€ Re-look at debt-equity ratio 



3€Cohesive and consistent power sector 
planning based on reliable data 


3€Reforming/replacing the SEBs 








Presentation to The World Bank institute 

on 

‘Enhancing Project Bankability Through innovative Risk 
Mitigation Models” 
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3 

Credit Default Swaps 
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Political Risk Insurance 
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Phases of IPP Development 




Distribution of Average Interest Rates for Global IPP Projects 
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Phases of IPP Development (Contd.) 


The Wild West: If there are rules, they have not been in place long enough 

to have a predictable direction. Everything is possible or impossible. The 

development effort is expensive and frustrating. 

ctr- 

The Bandwagon: The market has been discovered and declared hot by 

developers. Lending institutions are comfortable with project finance. 

Competition grows fast. 

«ar- 

The Big Squeeze: All the competitors are offering increasingly competitive 

terms to the Govt. The competition squeezes power prices and profit 

margins and shifts more risk to the developer. 

<3T 

Cover Your Assets: The market is extremely competitive and revenues are 

exposed to market forces. 

j|p ABN AMRO Bank 
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Power Sector Reforms 


In 1991, the Govt, of India (GOI) announced a liberal policy to invite private 
players to set up generating capacity. The policy was based on a cost-plus 
tariff. 

C9- 

The GOI also decided to counter-guarantee the PPA obligations of the state 
governments for eight fast-track power projects. 

car- 

The power policy evoked interest from many developers who rushed to set up 
generating capacity in India. 

<9- 

However, when the GOI decided to restrict the counter-guarantees to only eight 
projects, financing became challenging as the State Electricity Boards (“SEBs**) 
are not creditworthy. 

<3T 

India should have opened up the transmission sector first since India lacks an 
Integrated grid and it is not possible to wheel power if an SEB defaults. 

jP ABN-AMRO Bank 


Power Sector Reforms (Contd.) 


However, India is addressing these issues. The following initiatives have 
been taken: 

♦ Orissa SEB has been unbundled into separate entities for generation, 
transmission and distribution. Andhra Pradesh SEB has also been split 
into APGENCO and APTRANSCO. 

♦ Other states like Haryana, Gujarat, Rajasthan and Karnataka also have 
plans for privatising their SEBs. 

♦ The CERC has been set up at the Centre and SERCs are being set up at 
the state level. These regulatory bodies have the power to regulate and 
fix tariffs. 

♦ The setting up of SERCs combined with World Bank aided reforms is 
expected to make the SEBs financially viable. 


3 


.{/ 
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Issues Related to SEB Financing 



Payment Security Structure for an IPP 


IPP renders monthly bill 
to SEB 


If SEB does not pay 
within 30 days or 


_I_ 

IPP draws on LC 

4 

If L/C is not replenished 


Escrow account 
established and 
maintained in accordance 
with Escrow Agreement 

_i_ 

If Escrow account cannot 
be drawn 


IPP calls on State Govt. 
Guarantee 


SEB pays within 30 days. Secunfy 
arrangement not triggered 


LC is replenished No further security 
arrangements are triggered 


IPP entitled to draw on escrow account 


State Govt, meets commitments 
(within specified days of demand until 
SEB rectifies the default) or pays 
termination buyout price (if PPA is 
terminated) 















Financial Health of Government of Tamil Nadu (GOTN) 


Revenue Surplus/ Deficit 
Capital Surplus/ Deficit 
Aggregate Receipts 
Aggregate Expenditure 
Revenue Receipts 

Revenue Dfcfidt/Aggregate Receipts 
Revenue Receipts/Aggregate Receipts 
Goss Domestic ftoduet (GDP) 

Goss Fiscal Deficit (GFD) 

GFDGDP 

GF1> Aggregate Expenditure 
Revenue Dbficit/GFD 


Tamil Nadu 

1996-97 

1997-98 

(11,036) 

(H75Z) 

10,910 

11,219 

153,896 

166374 

154,023 

169,907 

119,60 

130,649 

72% 

89% 

77.7% 

785% 

690,420 

773,020 

(24,450) 

(30,679) 

35% 

4.0% 

15.9% 

181% 

45.1% 

481% 


India 


1996- 


(326,540) 

326540 


1997- 


(464,490) 

464,490 


2,010,070 2330,680 

2,010,070 2320,680 

1362,790 
162% 

628% 

12,852,590 
(667330) 

52% 

332% 

48.9% 
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Financial Health of GOTN 


The ratio of Revenue Receipts/Aggregate Receipts for Tamil Nadu is 78.5% 
implying that the state has limited dependence on capital receipts, which are 
cost hearing liabilities. 

The ratio of GFD/GDP is lower for Tamil Nadu compared to the nation. 
Therefore, the state has better ability to meet its debt obligations. 

The ratio of GFD/Aggregate Expenditure is 18.1% for Tamil Nadu and is 
favorable compared to 38.3% for the nation. 

The ratio of Revenue Deficit to GFD for Tamil Nadu is 48.1% which is lower 
than the ratio for Government of India. 


ABN AMR0 Bank 
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_ Cross Border Risk Mitigation _ 

There are several instruments which can be used by international banks to mitigate 
cross border risk for their assets in emerging markets. 

- Selling assets 

«=> loan syndications 
secondary sales 

<=> asset securitization via fixed income, private and public markets 

— Retain assets but have cross-border risk detached from commercial 
risks 

=> credit derivatives such as default swaps, transfer & convertibility 
swaps, credit linked notes and convertibility notes 

«=> export credit insurance from ECAs 

o private and multilateral political insurance 


m ABNAMRO Bank 


Cross Border Risk Mitigation (Contd.) 


— Retain assets but fund it through third parties 

<=> Eurobonds issued by an entity in the risk country 

— Retain assets but with a “comfortable” cross-border risk 

<=> co-financing with supra nationals like World Bank and ADB 
o structured finance transactions 


ABN AMRO Bank 








_ Credit Default Swaps 


© If ABN AMRO Bank owns an asset for which It is exposed to commercial 
and cross border risk, it can enter into a Credit Default Swap. 

© In a Credit Default Swap, a highly rated counterparty (AA or higher) 
agrees to pay ABN AMRO Bank a predefined amount in case of a 
predefined cross-border event. 

© The predefined cross-border risk event is a sovereign default in the 
emerging market. 

© The predefined settlement amount is derived from the price of a 
sovereign bond after the sovereign default. 

© The insured is paid 100% minus the market price of the sovereign bond 
(the reference asset). 


ABN AMRO Bank 


EIB Project Loan Structure 


WHT Exempt at 
less than LIBOR 


Guarantee Fee 


EIB Quahtying 
Banks 


ABNAMRO Bank 














EIB Project Loan Structure 


© EIB lends directly to large scale projects (Euros 25 mln+) for up to 50% of 
project costs. 

© The Borrower could be a Project Company or Joint Venture with substantial 
European involvement (either shareholding or management influence). 

© Banks like ABN AMRO issue a guarantee to EIB carved out for political 
risks. Therefore, EIB assumes the political risks. 

© The guarantee could be issued on a stand alone basis or through a 
syndicate. 

© Historically, ElB’s lending rate to Borrowers has been less than LIBOR. In 
addition, the EIB Project Loan Structure is exempt from WHT. 


| ABN AMRO Bank 


Political Risk Insurance - MIGA 


© MIGA coverage is long term (up to 15-20 years) and is non-cancelable 
by MIGA. 

© MIGA can insure new cross-border investments originating in any 
member country and destined for any developing member country. 

© MIGA currently issues up to USD 200 min of coverage per project. 

Additional coverage may be mobilized through cooperation with other 


political risk insurers. 








Political Risk Insurance - MIGA (Contd.) 


© MIGA may guarantee equity investments up to 90% of the equity 

contribution plus 450% of the equity contribution to cover earnings on 
the investment. 

© Regardless of the nature of the project, an investor is required to 
remain at risk for a minimum of 5% of any loss. 

© The program also complements national and private insurance 
schemes through coinsurance and reinsurance arrangements. 



© EGAs have insurance schemes, for example Overseas Investment 
Insurance (ECGD), Investment Insurance (NCM), etc. 

© EGAs provide standard 3-point cover. In some cases they provide 
extended PRI including “breach of contract” of long term offtake 
contracts. 

© Maximum repayment period is 15 years; including disbursement period 
total tenor can be 20 years. OECD consensus does not apply. 

© Recently ECAs have become quite active in this area. 


ABN AMRO Bank 








Political Risk Insurance - Private Insurers 




0 












Bilateral A/B Loan Cofinancing 


© Bilateral agencies like FMO (Netherlands Development Finance Company) 
and DEG (German Investment & Development Company) work only with 
private companies - not necessarily linked to Dutch or German 
investments. 

© They can provide equity, mezzanine and senior debt directly as A Loans 
often in combination with B Loans. 

© DEG has recently been emphasizing its developmental role (example: full 
on exposure to Brazil). 

© FMO: tenor of 5-10 years; amounts between USD 10-20 min for A Loans. In 
some countries, FMO can provide guarantee on local currency debt 

© DEG: tenor of loans and equity - 5-10 years; amounts between DEM 3-20 
min for A Loans. 


ABN'AMRO Bank 
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COMPETITION AND CONVERGENCE 
OF POWER AND NATURAL GAS 
MARKETS IN CHILE 

ALEJANDRO JADRESIC 
Former Minister of Energy of Chile 


THE UNDERLYING FORCES 









THE ENERGY CHALLENGES IN CHILE 


• How to satisfy increasing demand 

! 

! 

• How to increase competition (efficiency) 

• How to protect the environment 


THE INITIAL SITUATION: 


ENERGY CONSUMPTION 



SOURCE NATIONAL ENERGY COMM1SION 





THE INITIAL SITUATION (contd) 



THE ENERGY MATRIX (1994) 


■ 11% COAL 


24% HIDROELECTRICITY 
HIDROELECTRICITY 


WOOD & OTHER 


GAS NATURAL 


SOURCE NATIONAL ENERGY COMM1SION 


THE INITIAL SITUATION (contd.) 


THE GENERATION MATRIX (1994) 


NATURAL GAS 


OTHER 


COAL 




HIDROELECTRICITY 


SOURCE NATIONAL ENERGY COMMISION 





GAS INTERCONECTION WITH ARGENTINA ? 

• Political, technical and economic constraints 

• Failure of binational bid (1990) 

i 

• The restricted gas protocol (1991) 

• The binational project 





THE GAS/POWER POLICY 


Private investment in competitive environment 
Free entry to the pipeline business 
Open access to transportation of gas 
Environmental and safety regulations 

Means: 

• Gas protocol (1995) 

• Concession (1995) and safety rulings (1995) 

• Atmospheric emission norms (1994) 

• Enviromental impact assessment studies (1994) 


THE TRANSGAS - GASANDES DISPUTE 



GASANDES PIPELINE ... 

Partners:Novacorp,Gener, 
Gasco, others. 

Investment: US$325 millions. 

TRANSGAS PIPELINE _ 

• Partners: Enersis, Tenneco, 
British Gas, YPF, ENAP, 
others. 

• Investment: US$600 millions. 





THE TRANSGAS - GASANDES OUTCOME 


INVESTMENT 1 

YEAR 

PROYECT 

INVESTMENT 




Pipelines: J 


1996-97 

Gasandes 

325 

1997-98 

Electrogas 

88 




Distribution grids: 


19S6-9S 

Metrogas 

400 

1997-98 

Energas 

44 

1997-98 

GasValpo 

42 




Combined cycle plants: | 

1997 

Nueva Renca 

215 

1998 

Nehuenco 

170 

1998 

San Isidro 

180 





TOTAL : 

1.464 





ELECTRICITY PRICES 



1993 1 994 | 1995 | | 1996 j { 1997 1998 


SOURCE NA 
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ONAL ENERGY COMM1SION 


THE NORTHERN 



CHILE DISPUTE 

GAS ATACAMA PIPELINE 

Partners: Endesa and CMS. 
Investment: US$ 350 millions 

NORANDINO PIPELINE 

Partners: Tractebel, Southern Electric. 
Investment: US$ 330 millions 

INTERANDES LINE 

Partners: GENER. 

Investment: US$ 160 millions 










NORTHERN CHILE: THE OUTCOME 


INVESTMENT | 

YEAR 

PROYECT 

US$ million 








Gas Atacama 

350 

1990-99 

Nor Andmo 

330 




Transmission line : 


1998-99 

Inter Andes 

160 




Combined c 

ycle plants: 


1999 

NOPEL 

mmmm 

1999 

NOPEL 

150 

1999 

Electro Andma 

100 

1999 

Inter Andes 

100 

1999 

Inter Andes 

100 

1999 

Inter Andes 

100 

2000 

Electro Andma 

100 

2000 

Edelnor 

100 





TOTAL: 

1.740 





ELECTRICITY PRICES 



1993 199-4 1995 1 995 1997 1996 


SOURCE NATIONAL ENERGY COMMISION 


GAS PIPELINE PROJECTS IN CHILE 

(figures in USS millions) 


PIPELINES BETWEEN ARGENTINA AND CHILE 


YEAR 

PROJECT 

INVESTMENT 

1996 

Magallanes 

30. 

1996-1997 

Gas Andes 

325 

1997 

Electrogas extension 

88’ 

1998 

Magallanes 3rd loap 

30. 

1998 

Gas Atacama 

350l 

1998 

Nor Andino 

330 

1998-1999 

Gasoducto del Pacifico 

350, 


Total 

1.503• 


DISTRIBUTION NETWORKS 

1996-2000 

Metrogas 

400 

1998-2000 

Energas 

44 

1998-2000 

GasValpo 

42 

1999-2000 

GasSur 

46 


Total 

532 


POWER PLANTS AND END USE EQUIPMENT 


C C Power plants SIC 

565 


CC Power plants SING 

900 


Methanol plants 

400 


Desalination plants 

65 


Total 

1.930 


Total Divestment 

3 965 


SOURCE NATIONAL ENERGY COMMISION 












CHILEAN ENERGY SECTOR : IN THE FUTURE 

(2005) 

THE ENERGY MATRIX 



SOURCE NATIONAL ENERGY COMMISION 






CHILEAN ENERGY SECTOR : IN THE FUTURE 

(2005) 


THE GENERATION MATRIX 


OTHER INTERCONECTION 

m 2% 0 3% 


□ 41% 

HIDROELECTRICITY 



SOURCE NATIONAL ENERGY COMMISION 


CONCLUSIONS 


• Great opportunities arising from convergence 
of natural gas and power markets 

• Competition and private investment can help 


Political leadership is required 







Pricing in a Competitive 
Electricity Pool Market 


Martin A. Rodriguez Pardina 

March 2000 


Risk and Tariffs in Generation 

• Independent Power Producers 
— Power Purchase Agreements 

• Wholesale Contracts 
— Contracts and dispatch 

• Pool arrangements 

— Contracts for difference 
— Pool Governance 






Independent Power Producer 


Most common under Model 2 (single 
agency) i 

Monopsonistic market structure requires a 
long term contract to prevent opportunistic 
behavior by the buyer 

Competitive allocation of contracts allows 
for some competition for the market 


IPP Risks 

IPP contracts (Power Purchase Agreement - 
PPA) have to allocate and cover several 
risks: 


- Price Risk 

- Quantity Risk 

- Costs Risk 


Energy Price 
Availability Payment 
Pass-through 





Energy Price (Ep) 


• Early contracts relied heavily on energy 
prices, setting Ep equal to total average cost 
at a predetermined level of output 


— Energy price key determinant of dispatch 

• Energy Price > Marginal Cost => little incentives for 
efficient dispatch 

• Efficiency requires: Ep = Variable Costs 


Availability payments 

Objective: 

- Provide extra revenue to the generator, to cover 
the capital cbsts not covered by the energy price 

- Provide incentives for generators to be available at 
times when the system needs generation capacity 

Elements; 

- Agreed level of availability (MW- hours per year) 

- Fixed Annual Payment 

- Bonuses and penalties 




Value of Availability 



Availability Testing 

i 

•; Ad-hoc procedures. 

• 1 Random tests for non running plants 
• ! Incentives 

i - Penalties for failure to report unavailability 





Cost Risk 


• An optimal allocation of risks might imply 
the need to Path-through some costs to final 
users. Cost which are: 

— Volatile; out of control of the firm and a sizable 
part of total costs. 

• Many PPA have a fuel cost adjustment 

• Alternatives: 

— Fuel Price Index 
— Generators own fuel costs 


Wholesale Contracts 

Optimal Dispatch 
Wholesale Market Price 
Bulk Power Contracts 
Contracts and dispatch 






Optimal Dispatch 


Thermal systems 

- One period problem 

— Minimize costs over the following period 
subject to 

• meeting demand in all nodes 

• generation capacity 

• transmission constrains 


Optimal Dispatch 

• Hydro-thermal systems 

— Intertemporal problem 

- Minimize costs over the n following periods (n 
'• storage capacity of largest hydro site) subject to 

• meeting demand in all nodes 

• transmission constrains 

• hydro site constraints 




Wholesale Market Price 



Wholesale Market Price 







Marginal Co* 


Supply Curve 1996 - Argentina 



Bulk Power Contracts 

Risks to be allocated 

- Price Risk 

- Quantity Risk 

- Fuel Price Risk 

- Availability Risk 




Wholesale Market Prices 



Market Price Duration Curve 

S/MWht 



Q* 







Probability 


Price Duration Curve — Argentina 



| -— —199 9 - 1 955 


Wholesale Price Distribution 
Argentina 



CD Lognormal Distribution 
Mean = 16.53 
Std Dev = 5.17 


32.50 
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Contracts and Dispatch 

• Contracts considered 

- Differences between contracts and actual flows 
are traded at spot prices. 

• Norway, Sweden 

• Contracts not considered 

- All trade is carried out at the spot price and 
contracts are settled outside the pool as purely 
financial (risk hedging) instruments. 

- England and Wales, Argentina, Chile 


Spot Markets 

• The UK Pool 

• Contracts for differences 

• Pool Governance 





The England and Wales Pool 

• A day in advance of trading, generators submit 
price bids and availability for each genset for 
each half hour during the following day 

• An Unconstrained Schedule (U-S) is produced 
which minimizes the cost of meeting forecast 
demand 

• The bid of the last genset in the U-S is the 
“System Marginal Price” (SMP) 


The England and Wales Pool 

• Pool Purchase Price (PPP) i s given by the SMP 
plus Value of Loss Load times Loss of Load 
Probability (PPP=( 1 -LOLP)xSMP+LOLPxVOLL) 

• Genset capacity not needed is paid an availability 
bonus 

• The Dispatch instructs all generators as to when 
and how much to generate 



The England and Wales Pool 


• Transmission constraints 

- Generators in the U-S no: dispatched for 
transmission constrains (constrained-off) are 
paid lost profit (PPP-Own Bid) 

- Generators not in the U-S needed to generate 
due to transmission constrains (constrained-on) 
are; paid their Own Bid 


The England and Wales Pool 

Pool Selling Price (PSP) is given by the PPP 
plus'cost of constrained on and constrained 
off generation plus ancillary services 
(known as Uplift) 

For each energy unit consumed during each 
half hour users pay the I SP 










Pool Governance 


• Pool Agreement 

- England and Wales. Conflict of interests among 
participants ensures a “fair” outcome. 

- Qualified majority needed to produce changes. 
Difficult to obtain consensus. System becomes rigid 

• Administrative Orders 

— Argentina. The Minister issues rules which have to be 
implemented by the market administrator 

- Rules can become to volatile. Too much discretion 
can lead to arbitrary behavior. Increases risk 






CURRICULUM VITAE 


Dr. R.H. Patil has assumed office as the first Managing Director of the National Stock 
Exchange of India Limited (NSEIL) on November 17, 1993. 


After a two-year stint on the faculty of Post-Graduate Department of Economics in the 
University of Bombay, Dr. Patil joined Reserve Bank of India in 1968 in the erstwhile 
Economic Department. Later, in 1975, he joined the Industrial Development Bank of 
India (IDBI) which is one of the largest Development Banks in the world. He was the 
senior Executive Director in charge of its loan operations and treasury functions when he 
left IDBI to take up the position as Chief Executive of NSEIL. 


Dr. Patil has been associated closely, during his career, with the financial sector in 
various capacities, and particularly with the capital market. He was associated with 
various expert Committees including the High Powered Committee on Stock Exchange 
Reforms, the Committee on Secondary Market for Debentures and the Committee on 
Trading in PSU Bonds and Units of Mutual Funds. As a consultant to the Asian 
Development Bank he prepared a report on the Financial Sector in India for ADB's use. 
During May 1997 he completed a project on capital market of Bangladesh for ADB. 


He has been associated with the establishment of National Stock Exchange of India Ltd., 
Stock Holding Corporation of India Ltd. (SHCIL), and Credit Analysis and Research Ltd. 
(CARE). 


Currently, Dr. Patil is also Chairman of National Securities Clearing Corporation Ltd. 
and NSE.IT Ltd. and in the boards of National Securities Depository Ltd., Stock Holding 
Corporation of India Ltd., Credit Analysis and Research Ltd. and India Index Services 
and Products Ltd. He is also member of the Governing Council of UTI Institute of 
Capital Markets. Dr. Patil is a member of RBI's Standing Committee on Money Market 
and Government Securities Market and also a member of RBI's National Payments 
Council. He is also a member of the Board of Trustees of ANZ Trustee Company 
Pvt.Ltd. 
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Role of Debt Market 



Dr. R H Patil 



Funds to be raised from the market 
directly 
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market over the years though not 
price discovery 
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Emerging market for medium and 
long term securities 



Indian bond market has the 
potential of beina amona th 
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finance more than 10-12% of the 
requirements. 
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Telecom companies, independent 
power producers, industrial park 



Private Placement, 1995-00 
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Issuer-wise Distribution of Private Placement of Debt (Rs. Crs.) 
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PANEL DISCUSSION 

“FINANCING THROUGH LOCAL BOND MARKET” 




“MUTUAL FUNDS’ APPETITE 


FOR 

POWER BONDS ” 

Unit Trust of India 


Investors’ Expectation from 
i Mutual Funds 




• Investment vehicle for small and retail investors 

• Return Expectation of MF investors ? 

• MF Investors’ Preference 

• Banks 

• Asset Class Allocation 


Unit Trust of India 
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A Quick Look at MF Cake in India 


FY99 


Financial Savings of 
Household Sector 
(Rs. Billion) 

2078 

% in Mutual Funds 

0.30% 


(‘Source I cononuc Survey 1999-2000, MFOl) 


Unit Trust of India 


Comparison with MF’s share in U.S. 


Mutual Fund industry has more than 6% of 
total financial savings of household sector 


Approximate $ 6.8 trillion was invested in 
Mutual Funds (End'99) in over 7791 MFs. 


(Source : Investment Company Institute) 


Unit Trust of India 








Population Penetration of MFs f 



■ Hongkong 


MF Sales in 1999-2000 


• Record gross sales : Rs.597.48 Bn. 


• Assets under management crossed Rs.1130 Bn. 


• Of the above Equity was 30%, pebt 42%, 
Balanced Funds 24%, MMMFs 4% 











'■ 



Cumulative Assets under MF Management 


Unit Trust of India 


Comparative Investment Profile of 

U.S.-MFs 
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* 

Source ■ AM FI AS on March 2000 

Unit Trust of India 


Infrastructure As an Asset Class 

for MFs 

• Development of Investment Rationale 

• What is the Basic premise? 

• Underlying Assumption 

• Exceptions ? 



Unit Trust of India 







Infrastructure Debt Instruments 



• Backbone of Infrastructure Financing 

• World Over - Significant leverage seen 

• What is Indian Scenario? 


1 

1 


Unit Trust of India 


Risk - Return Profile - 
Infrastructure Project Debt 

Higher risk 

| 

Illiquidity - Secondary Market not available 


Returns do not mirror the risk profile change 
with project completion 



Unit Trust of India 




Structured Debt/Bond Issue 
Characteristics 

■HMHHHiil 

• Innovations Seen in Private Placement market 

. Use of Put/call Options 
. Escrow 

♦ State Guarantees 

♦ Bond Issuers Profile 

• Only short term solutions ? 



Unit Trust of India 


INTERNATIONAL EXAMPLE 
- U.S.MUTUAL FUNDS 



• Number and Diversity of Mutual Funds 

• Bond funds Segments itself quite diversified 


• No.of Bond Mutual Fundsj- 2170 

• Assets under management - $ 635.60 Bn. 


1 
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Unit Trust of India 




Assets : US$ 1378 million 

I 

Investment Policy : Minimum 65% in public utility 
companies 1 

Investment Restriction : not >25% in one sector, 

: not >10% of any issue/issuer 

Rating : Minimum A 

Fund's Return (Total) Sectoral holding 

1 Year - 24% Utilities - 44% 

3 years -17.5% Energy-5% 

5 years -15% Financials/Cyclicals -1% 


Unit Trust of India 





A Typical High Yield Corporate Bond 
Funds (Fidelity Capital Income Fund) 

wmmmmmmm 

Assets : US $ 2.5 billion 

Investment Policy : Any type/ quality of debt/equity, 

focussing 



! more on lower rated debt securities 
Investment Restriction: >75% in bonds, interest bearing debt with 

particular emphasis on lower debt 
securities 


Fund's Return ('Total) Portfolio 

1 Year - 24%, 3 years - 22% Cost - 8.5%, Stocks - 0% 

5 years -13.2%, 10 years -14% Bonds - 78%, Preference-10% 

Convertible & others-4% 

7 Unit Trust of India 


Asian Investor’s Interest in MFs 
Non-Investor Profile 








/ 


m If I have disposable Income 

□ Would never invest in funds 

■ If I have more information 
about funds 

m It funds provide stable returns 

■ If somebody I know has 
invested In funds 

■ If I have more time to study 
the information 

■ Have never considered funds 

□ If it is convenient to buy/sell 

■ Other 


Q 


1 
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Non-Investor Profile 





M Local stocks 
M Fixed deposit 

■ Foreign exchange 

■ Life insurance 

■ Real estate 

■ Overseas stocks 


1 

9 


Unit Trust of India 


Non-Investor Profile 




El No money for Investment 

□ Not familiar with fund investment 

■ Investment decisions should be nude by 
oneself 

e Not familiar with the way to Invest in 
mutual funds 

■ Mutual fund 1$ risky 

I 

■ It takes a lot of money to Invest In funds 

■ High fees 

o It is risky to Invest with fund co. 

■ Interested In other investment tools 

□ Lack of time 
0 Others 


0 


Unit Trust of India 
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• In designing and using easily Transferable 
Financial Instruments 


• Developing Alternative Sets of long term, 
mediumfterm and short-term Investors 

• No substitute for commercial and financial 
viability 


2 
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Financing alternatives for power projects in 
Asia 

16 May 2000 
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1. Asian power sector overview 

2. Analysis of financing alternatives by country 





Section 1 

Asian power sector overview 


Regional overview 



_ Market background _ 

■ 50% of the world’s growth in 
installed generating capacity will 
come in Asia 

■ Asia has amongst the lowest per 
capita electricity consumption of any 
region in the world, but amongst the 
highest rates of GDP growth 

■ Without increasing electricity 
infrastructure, GDP growth will be 
constrained 

■ Increasing levels of private sector 
involvement in the power sector are 
being seen throughout Asia 






IPPs in Asia encounter unique challenges 


■ A higher level of political risk than in a fully developed economy 

■ These risks encompass many facets of the operating environment 

- political conditions, economic structures, legal systems, culture, business practices, 
regulatory structures and other unpredictable circumstances not found in mature 
markets 

■ Complexity of power purchase agreements 

■ (Lack of) creditworthiness of offtakers and other contractual counterparties 


Section 2 


Analysis of financing alternatives by country 





China 


Market overview 

■ Total installed capacity for China is 294 GW in 1999. Capacity growth from 
2000-2005 is expected to be 5% p.a. or 15 GW p.a. Installed capacity is 
forecasted to reach above 350 GW by 2005 and 430 GW by 2010 

■ The industry’s regulatory framework was restructured in the 1990’s with the 
objectives of separating regulatory functions from commercial operations. 
The Ministry of Electric Power, which historically controlled the power 
industry, was abolished in 1998 

■ The State Power Corporation was formed as independent operator, and 
regulatory functions transferred to the State Economic and Trade 
Commission and the State Development and Planning Commission 


China 


Market overview 

■ The Central Government has introduced new regulations governing foreign 
investment and project financing including the Interim Measures for the 
Administration of Project Finance from Overseas which was issued by SPC 
and SAFE on 16 April 1997 

■ The BOT structure has not led to a large number of successful IPPs 

— Laibin ‘B’ Power Project, seen as the template for BOT plants in China, 
was financed in 1997 

— Changsha Power BOT, the second pilot BOT, bidded in 1997 yet to reach 
financial close 

■ Legislation for private infrastructure finance (BOT law) has been long overdue 




China 


■ Central Government reluctant to provide guarantees for obligations of 
Government entities and/or support on project risks 


■ There is a strong movement to encourage developers to use domestic 
equipment suppliers 



China 


n 




- J 




Xinjiang Autonomous Region Grid 
159MW 



Xizang 
Autonomous 
Region Grid 
2,160MW 


Network/grid 

1998 installed capacity (MW) 



1 Hainan Provincial Grid 
1.S37MW 




China 


Development and financing issues 

■ Approvals process is torturous. Annual approval of tariffs presents particular financing 
problems 

■ Foreign exchange availability is receding as a lenders issue 

■ Creditworthness/bankability of contract counterparties key to financing 

■ Negotiation of bankable project contracts requires considerable time and education 

■ Enforceability of contracts still an issue, particularly for banks/ECAs 

■ Sponsors are being encouraged to use domestic equipment. Domestic equipment is 
generally financeable 

■ Domestic equipment supply requires reliance on private sector finance sources 

■ Partial domestic finance has become a viable option 

■ Limited appetite for country risk amongst international commercial banks 

■ Currently no capital market appetite for China project financings 


China 


■ Government approval process 

— Municipal, Provincial and Central 
Approvals 

— State Development and Planning 

Commission (SDPC) approval for projects 
over US$30 million 

- State Council approval for projects over 
US$100 million 

- State Administration of Foreign Exchange 
("SAFE") approval for foreign exchange 
over life of project 

- annual approval of tanffs 



■ Foreign exchange availability 

- SAFE and SPC approval 

- onshore comfort from ITICs or banks 

- issue becoming less important to lenders 

■ Creditworthiness of Chinese parties 

- limited number of bankable entities 

- restrictions on guarantees 

- rigorous due diligence required 

■ Standard of documentation 

Chinese parties resist "legalistic" 
approach 

- contracts viewed as flexible documents 

■ Enforceability of legal documents 

- Chinese law strongly preferred by 
counterparties 

- resistance to offshore arbitration 
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China 




Debt financing options 


Debt market options 

Availability 

Tenor 

Muttiiaterats 

Moderate - High 

10-20 years 

Export Credit Agencies 

Moderate 

14 years* 

International Commercial Banks 

Moderate 

12 years 

Domestic Commercial and State 
Policy Banks 

High 

12 years 

Domestic Capital Market 

Low 

n/a 

International Private Placement 

Currently very low 

n/a 

International Capital Markets 

Currently very low 

n/a 


* TWo options wrist under tho OECD consensus: 

1. Total ftexibttty on grace period, repayment profile and final maturity, subject to a max. average Ha of 5-25 years alter commissioning (equal to 
20 equal semi-annual payments): 

2. Max. grace period of 2 years after commissioning, flexible repayment profile and max. final maturity of 14 years after commissioning, subject to 
a max. average fife of 7.25 years after commissioning (equal to 26 equal semi-annual payments) 


India 

Market overview 

■ Country plagued by serious shortage of power supply 

■ Transmission and distribution losses unusually high (often exceeding 
20 %) 

■ Weak financial position of State Electricity Boards (SEB) has created 
obstacles for increased foreign investment. SEB finances have been 
steadily deteriorating 

■ Commercially viable tariffs needed but are politically difficult to 
implement 

■ Some progress in tariff reforms with establishment of regulatory 
commissions 

i Attempts at developing alternate security structures such as Escrow 
Accounts largely unsuccesful 


7 





India 


Development and financing issues 

■ Projects may be 100% foreign-owned. In practice, foreign developers need 
an Indian partner to take care of the local issues 

■ No clearance required from Central Electricity Authority for projects up to Rs 
40 billion (US$1 bn), if the project is competitively bid 

■ “Mega Project status” awarded to a number of projects. Power Trading 
Corporation to be the off-taker 

■ Revised counter-guarantee agreement for fast track power projects not 
acceptable to a certain lenders 

■ Reliable alternative to GOI guarantees not yet established 

■ Some states (like Tamil Nadu) more advanced in establishing escrow 
structures acceptable to lenders 

■ Indian Public financial institutions re-looking at security structure mechanism. 
Preliminary work on funding of power projects linked with SEB reforms 






India 



Debt financing options 


Debt market options 

Availability 

Tenor 

Muttilaterals 

Moderate - High 

12-20 years 

Export Credit Agencies 

Moderate 

14 years* 

International Commercial Banks 

Low-Moderate 

8-10 years 

Domestic Commercial Banks 

Moderate 

10-12 years 

Domestic Capital Market 

Low 

5-7 years 

International Private Placement 

Very low 

10-15 years 

International Capital Markets 

' Construction p«ricxj plus 14 y 

Very low 

10-15 years 


India 



■ Multilaterals have high risk appetite, but have a preference for the 
distribution sector over the generation sector 

■ Export Credit Agencies not yet willing to accept commercial project 
risk. Attractive source of finance due to long tenors of loan (against 
IFI/Commercial Bank guarantees) 

■ International Commercial Banks have shown some appetite for Indian 
power project risk 

■ Domestic/International Capital markets not yet a realistic source of 
finance for power projects 







Indonesia 


Overview 

■ IPP program derailed by economic crisis of 1997/98 

■ PPAs under renegotiation, most projects in or near default on their 
loans 

■ Economy recovering with 0.7% growth in 1999 and forecast growth of 
6% in 2000. 

■ Electricity demand (peak load) in the Java-Bali grid increased by 11 % 
in second half of 1999 

■ PLN expects demand for new generation capacity on Java-Bali by 
2003/04. 

■ Restructuring and privatisation of PLN being studied 

■ Future of private sector involvement will depend on satisfactory 
resolution of existing PPAs 


Korea 


Market overview 

■ KEPCO owns the vast majority of existing installed capacity in Korea. 

KEPCO controls approximately 45 GW of generation capacity which the 
majority is thermal though a significiant proportion is nuclear 

■ Long term power development plan calls for an increase in installed capacity 
to 90 GW by 2015 

■ Since 1996, the Korean Government has been contemplating the 
restructuring of KEPCO and the Korean power industry 

■ In 1999, the Korean Government announced that the industry would be 
privatised in four phases but the relevant legislation was eventually rejected 
by the National Assembly due mainly to strong opposition from labour unions 
and civil groups 

■ The privatisation programme is currently being re-evaluated by the Korean 
Government 

■ International developers have been able to enter the Korean power industry 
through ventures with Korean chaebols by investing in their captive power 
assets 






Korea 



Development and financing issues 


* Foreign ownership restricted to 49%, except for KEPCO's assets 
offered through privatisation process 

■ IPP programme dominated by Korean conglomerates 

■ International IPP developers exhibited strong interest in KEPCO 
assets but different price expectation between KEPCO and the 
developers is an issue, as indicated in the recent attempted sale of 
Anyang/Buchon district heating plants 

■ Power tariffs not indexed to US dollar exchange rate 

■ No records of limited recourse project financing 

■ Domestic financial institutions unsophisticated with regard to non¬ 
recourse financing. Tenors are limited but refinancing risk accepted 

■ Still limited access to foreign-currency funding in the aftermath of the 
1997 financial crisis 


Korea 




Debt financing options 


Debt market options 

Availability 

Tenor 

Multilateral 

Low 

n/a 

Export Credit Agencies 

Low 

8 years* 

International Commercial Banks 

Low 

3 years 

Domestic Commercial Banks 

High 

3-5 years** 

Domestic Capital Market 

Moderate 

3-7 years 

International Capital Markets 

Moderate 

3-5 years 

* Construction peood plus ft years 

** Only KD8 prta*«b»s up to 7-10 years Sanding 







Malaysia 



Electricity industry reform in progress 

■ Phase I - Tenaga’s divestment of 40% stakes in non-hydro generation assets 

- sale of 40% stakes in Tenaga's six existing non-hydro power generation assets 

- establishment of an Independent System Operator (“ISO”) and the Energy 
Commission (regulator) 

■ Phase II - Launch of the Power Pool 


- introduction of a competitive electricity wholesale market (power pool) in peninsular 
Malaysia by 2003 with a deadline set at 2005 

- single buyer market with Tenaga maintaining a monopoly of transmission and 
distribution; regulation of transmission and distribution tariffs remains to be finalised 

■ Phase III - Tenega’s divestment of remaining stakes in generation assets and 

privatisation of distribution assets 

- Tenaga will retain the transmission assets, hydropower plants (1.800MW) and 
possibly minority stakes (<25%) in the non-hydro-plants 

- the future number of distribution franchises remains to be determined (currently 
four) 

- current cross-subsidy of tariffs for customers in different locations to be resolved 


Malaysia 



Development and financing issues 

■ Strong local players dominate the IPP market 

■ International developers have teamed up with local players to bid for 
stakes in Tenaga's assets 

■ Power tariff denominated in Ringgit without USD exchange rate 
indexation 

■ Domestic commercial banks have sufficient liquidity but have been 
cautious to lend 

■ Domestic capital market has developed rapidly over last 12-18 month 
and are now a viable source of financing for power projects 

■ Islamic funding alternatives available for projects 





Malaysia 




Debt financing options 


Debt market options 

Availability 

Tenor 

Multilaterals 

Low 

10-2Q years 

Export Credit Agencies 

Moderate 

12 years* 

International Commercial Banks 

Moderate 

12-15 years 

Domestic Commercial Banks 

High 

12-15 years 

Domestic Capital Market 

High 

7-15 years 

International Private Placement 

Low 

10-15 years 

International Capital Markets 

' Construction period plus 12 years 

Low 

15+years 


Philippines 1 

Market overview 

■ Problems of the early 90s have been resolved through a successful BOT program 

■ Private power generation currently contributes 45% of the total generation capacity 

■ 1999-2010 power development program calls for over US$10 billion of additional 
investments 

■ To meet industry development requirements and improve competitiveness of the 
Philippine power sector, the Philippine government intends to restructure and further 
privatise the power industry which calls for: 

- unbundling and privatisation of NPC’s generating and transmission assets 

- introduction of competition in the generation sector 

- implementation of retail competition and open access 

- creation of an entity to manage trading activities in the power market 

- restructuring of rate structure and the phasing out of cross subsidies 

- strengthening of the distribution sector through consolidation 

- redefining and strengthening the roles of regulatory agencies 





Philippines 


Development and financing issues 

■ Generation sector over capacity situation expected to last until 2004, base 
load generation projects up to 2004 have been committed 

■ Government is seeking to reduce its support for obligations of state owned 
companies acting as counter-parties 

■ Proposed industry restructuring allows for the further participation of the 
private sector through the privatisation of NPC’s generation and transmission 
assets 

■ Valuation and acquisition financing for the privatisation exercise would be 
sensitive to proposed industry restructuring and its implementation 

■ Financing available from the domestic market is limited in terms of amounts 
and tenor 

■ Financing from international banks is constrained by the availability of political 
risk cover 

■ Support from ECAs during the privatisation process is expected to be limited 



Philippines 



Debt financing options 


Debt market options 

Availability 

Tenor 

Multilaterals 

High 

10-12 years 

Export Credit Agencies 

High 

14 years* 

International Commercial Banks 

High 

10-15 years* 11 

Domestic Financial Institutions 

Moderate 

5-7 years 

Domestic Capital Market 

Low 

5-7 years 

International Capital Markets 

Low 

15-20 years 


* Construction period plus 14 years, tied to procurement 
” Subject to availabibty of political risk cover 
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Thailand 

Market overview 

■ Implementation of IPP program delayed due to economic crisis of 1997/98 

■ Independent Power first IPP to achieve commercial operation in early 2000 

■ Tri- Energy first IPP to achieve financial close post 1997 financial crisis 

■ Eastern Power and Bowin Power expected to achieve financial close in 2000 

■ Reserve margin of up to 50% projected for 2002-03 falling to 20% by 2006 

■ Privatisation of EGAT expected to progress with IPO of Ratchaburi power 
plant in 2000 

■ Electricity industry reform being studied by NEPO with aim to introduce a 
competitive whole sale market by 2003 



L 


Thailand 

Development and financing issues 

■ Introduction of USD exchange rate indexation in PPA tariff has helped 
existing IPP to achieve financial close 

■ IPPs transition into a power pool remains to be addressed 

■ In view of high projected reserve margin the opportunities for greenfield 
projects appear limited 

■ Opportunities for private sector participation will arise from EGAT privatisation 

■ International lenders concerned with relatively slow economic recovery 

■ Domestic banking sector is recovering but remains weak 

■ Domestic capital market is developing 

■ Political uncertainty associated with Thailand’s slow economic recovery 






Thailand 


Debt market options 

Debt financing options 

Availability 

Tenor 

Multilaterals 

Moderate 

10-20 years 

Export Credit Agencies 

Moderate - High 

10-12 years* 

International Commercial Banks 

Moderate 

15 years 

Domestic Commercial Banks 

Low-Moderate 

5-10 years 

Domestic Capital Market 

Moderate 

5 years 

International Private Placement 

Low 

10-15 years 

LLS* Capital Markets 

Very low 

18+ years 


* Construction period plus 10-12 years 


Vietnam 


Market overview 

■ Power supply shortage continuing 

■ 600-700 MW of new capacity per annum required. US$4 billion of 
foreign investment required over next five years 

■ EVN (formed October 1994) responsible for generation and sale of 
electricity 

■ International investment actively sought 

■ Legislation in place for BOT projects but untested 

■ Attempts being made to implement BOT projects in power sector 

■ Phu My 2.2 first competitively tendered BOT project under World 
Bank auspices, but implementation progressing slowly 

■ Government reluctant to provide guarantees for obligations of 
Government entities and/or support on project risks 
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Vietnam 

Development and financing issues 

■ Government approval process 

— Ministry of Planning and Investment ("MPT) approval 

— Prime Ministerial and Line Ministry approval 

■ Currency convertibility guaranteed under BOT regulations 

■ Offshore escrow account only for debt service 

■ Adequate collateral security difficult to achieve 

■ EVN or regional electricity company will be power purchaser. Creditstanding 
must be supported by MoF guarantee to achieve financeability 

■ Government officials have no experience in negotiating bankable contracts 

■ Involvement of multilaterals/ECAs considered essential for financing of even 
the small projects 



Vietnam 




Debt financing options 


Debt market options 

Availability 

Tenor 

Multilaterals 

Moderate - High 

10-20 years 

Export Credit Agencies 

Moderate 

12 years* 

International Commercial Banks 

Low 

10 years? 

Domestic Financial Institutions 

Very low 

rVa 

Domestic Capital Market 

Nil 

n/a 

International Private Placement 

Low 

10-15 years? 

International Capital Markets 

' Construction period ptus 12 years 

Very low 

5 years 
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POWER SECTOR REFORM 
AND THE ENVIRONMENT 


Mohan Munasinghe 
Environment Department 
The World Bank 


Outline of Presentation 


• Basic Concepts 

• Environmental Safeguards 

• Role of Private Sector 




Making Development More 
Sustainable 

‘An approach that will permit 
continuing improvements in the 
quality of life at a lower intensity of 
resource use, thereby preserving for 
future generations an undiminished or 
even enhanced stock of productive 
assets (manufactured, natural and 
social capital)’ 

Source: Munasinghe (1993) 


Figure 1. Elements of Sustainable Development 
Economic 
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Environmental Risk 

(c.g. air pollution) 



Environmental Risk versus Development Level 



Source: M Munasinghe (1995) "Making Growth More Sustainable," Ecological Econ .. vol 15 












Safeguard Policies and 
Guidelines 


Environmental Policies 

• OP 4.01 Environmental Assessment 

• OP 4.04 Natural Habitats 

• OP 4.36 Forestry 

• OP 4.09 Pest Management 

• OP 4.39 Safety of Dams 



Social Policies 

• OD 4.30 Involuntary Resettlement 

• OD 4.20 Indigenous Peoples 

• OP 4.11 Cultural Property (draft) 


Legal Policies 
OP 7.60 Disputed Areas 
P 7.50 International Waterways 


Guidelines 

Pollution Prevention and Abatement Handbook 
Occupational Health and Safety Guidelines 
Environmental Assessment Sourcebook (and updates) 
WB Participation Sourcebook (1996) 

Electronic Resettlement Guidebook 

BP 17.50 Bank Disclosure Policy _ 


Paying attention to SG Policies 
can avoid problems and add 
value 


0 Identifies issues -- 
avoids surprises 

0Improves relations 
with local communities 

0 Prevents delays and 
stoppages 

0 Prevents conflicts/legal 
disputes 


0Helps design better 
projects 

0Allows for good 
corporate image 
0Reduces economic 
costs 

0 Can contribute to 
borrower capacity 
building 







Proj ects are enhanced by 
integrating social & 

environment considerations into 

project design 

Environmental Assessment 
OP/BP/6P 4.01 

Objectives: 

1 To ensure that projects proposed for Bank financing 
are environmentally and socially sound and 
sustainable 

2 To inform decision makers of the nature of 
environmental and social risks (eg provisions to 
ensure compliance and prevent likely non- 
compliance) 

3 To involve decision makers and stakeholders 


/ 








Essential Elements of Bank EA 

Policy 


■►EA is a flexible procedure which varies in 
nature and scope; 


■►■Applies to all projects except SAL and some 
emergency loans; 


■►EA is borrower’s responsibility. Bank 
advises and assists borrower; 


Essential Elements of Bank EA 

Policy (Continued) 


■►Region ensures compliance with safeguards; 


■►Information disclosure and public 
participation 

■►Integrates Environmental Management 
Plans into project design 





EA - What is it? 

Identifies and evaluates the risks of a project 
on natural environment, human health, socio¬ 
cultural conditions, and local and global 
issues; 


Involves screening and scoping for potential 
environmental and social risks and impacts; 


Evaluates project alternatives (e.g. site 
selection and design); 


EA - What is it? (continued) 


Integrated with technical and economic 
analysis to understand project trade-offs; 


Results in EMP for preventing, minimising 
compensating for adverse project impacts, 




OP 4. Ol Policy Triggers 

• Could the project have any potential risks or impact 
on the natural environment? 

• Could the project have any risks or impact on 
human health and safety? 

• Does the project have any potential social impact? 

• Does the project involve transboundary or global 
environmental aspects? 

• Is the project’s area of influence likely to be 
affected by the project, including its ancillary 
aspects? 


Environmental Screening 



• Objective - To determine EA category and 
scope of analysis required by that categorization 
— reflects potential environmental and social risks 


• Participants - Borrower/task team proposes 
category to Regional Environment Unit 



Environmental Screening 

(continued) 

• Outcome - EA categorization (A, B, C or FI) 
and definition of level of analysis required 

• Factory affecting categorization - 

— project type, location, sensitivity and scale 

— nature and magnitude of project risks 

— applicability of safeguard policies 



Category A / 


• Definition: Likely to have significant 
adverse environmental impacts that are 
sensitive, diverse, or unprecedented 







Category B 

Definition 

• Have potential adverse environmental impacts 
which are less serious than for category A; 
impacts are mostly reversible and do not 
include significant lost of or damage to Natural 
Habitats; mitigation measures can be more 
readily designed than for Category A 



Category C 

Defhtition 

• Projects likely to have minimal or no adverse 
environmental impacts 





Category FI 


/ 



Definition: Projects involving investment 
of Bank funds through a financial 
intermediary in subprojects that may result 
in adverse environmental impacts. 

• This is a new category for IDA/IBRD 
projects since January 1999 


Involuntary Resettlement 

OD 4.30 


Objectives: 

To avoid or minimize involuntary resettlement 
and related disruption; and 

To assist the displaced persons in their efforts 
to improve their standards of living or at least 
to restore them. 




OO 4.30: Policy Triggers 

The involuntary taking of land, resulting 
in: 

— relocation or loss of shelter; 

— loss of assets or access to assets; or 

— loss of income sources or means of 
livelihood, whether or not the affected 
persons must move to another location 


Policy Principles 

-►Minimize economic and physical 
displacement 

“►Design resettlement as a development 
program 

-►Provide opportunities for participation 
by PAPs 

■^Lack of title no barrier to eligibility 

-^Compensate at full replacement value 
of lost assets 






Reform Model 



The objectives of regulation 

• At the broadest level, regulation should: 

— protect consumer interests, including the poor 

— ensure that businesses can finance their 
activities 

— promote efficiency and competition 

— protect the environment 

— meet other needs like price stability, political 
acceptability, etc. 
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Coal-fired Power Plant 





Category A projects 
Air emissions 
Water use, wastewater 

Cooling system and 
impacts on marine 

Energy efficiency and 
GHG emissions 

Ash management 


Gas Turbine Power Plant 



• Fuel is gas or light 
fuel oil 

• Noise 

• Fuel supply (gas 
pipeline) 

• Back-up fuel 

• Safety 

• NOx emission 








Diesels/Engine-Driven Power Plant 





Small in scale (less 
than 150MW) 

High NOx emissions 

Low-quality (high- 
sulfur) fuel oil 

Noise (both ambient 
and occupational) 

Oil spill prevention 


Ambient Air Quality Guidelines 


(World Bank) 


1988 | IFC since 1994 

1998 


! 

: 


PPAH 

S0 2 Annual Ave 

100 1 

! 50 

80 

24-h Max 

500 

125 

150 

N0 2 1 Annual Ave 

| 100 

na 

100 

~ 1 24-h Max 

na 

150 

150 

f PM ; Annual Ave 

' 100 

70 (pm io) 

I 50 (pmio) 

! 24-h Max 

500 

110(PM10) 

150(pmio) 


(Hg/m 3 ) 







Air Quality & Emissions 
Guidelines (1998 PPAH) 

• What if a power plant is to be constructed in a 
polluted site? (eg. An area where background 
levels already exceed air quality guidelines) 

• More stringent emissions limits (in some cases, 
even “no net increase” in emissions) apply. 

— Moderate airshed: Minimize the incremental 
impact 

— Poor airshed: No net increase in emissions 
(offset required) 


S0 2 Emissions Guidelines 


(Annual 1 

Airshed Ave: j 1988 

IFC 
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Hg/m 1 ) i 
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PM Emissions Guidelines 


H 

1988 

IFC 
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i Unpolluted 

100 


j 50 
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NOx emissions Guidelines 
(1998 PPAH) 

• GTs and DEs are added. 

— 1988 (gas: 86, oil: 130, coal: 300 ng/J) 

— 94-96 (gas: 90, oil: 135, coal: 270 g/Mbtu) 

— 1998 PPAH 

Boilers (gas: 86, oil: 130, coal: 260 ng/J) 

GTs (gas: 125, diesel: 165, oil: 300 mg/Nm3) 
Engines (2,300/2,000 (after Jul 2000) mg/Nm3) 
if resultant ambient N02 <150 ug/m3 










Noise Guidelines (1998 PPAH) 


• For residential receptors. 

Noise levels measured at receptors outside the 
project boundary should not exceed: 

- 1994/96: 55 dBA (day) /45 dBA (night) 

- 1998 PPAH: 55 dBA(day) / 45 dBA(night) or a 
max increase in background levels of 3 dBA 

• For industrial receptors, 70 dBA 


Exemptions for “No Net 
Increase” (1998 PPAH) 

• Gas-fired plants (provided that the back-up 
fuel contains less than 0.3% S) 

• Plants that achieve emission levels of less 
than 400 mg/Nm3 for SOx and NOx 


2S 
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Health Impacts of NOx 

• Young children and asthmatics are at 
greatest risk from N02 exposures 

• Chronic bronchitis and individuals with 
emphysema or other chronic respiratory 
disease may be sensitive to N02 exposures 

World Bank air quality guidelines: 

— 150 gg/m 3 (24-hour maximum) 

— 100 gg/m 3 (annual average) 





SHEKHAR SINGH 


Currently 

• On the Faculty of the Indian Institute of Public Administration 
New Delhi 

• Member, Review Committee, Indira Sagar (Narmada) Project, 
Government of Madhya Pradesh 

• Member, Narmada Control Authority Sub-Group on Environment, 
Ministry of Environment and Forests, Government of India 

• Consultant, World Commission on Dams, South Africa 
Formerly 

• Chairman, Environmental Appraisal Committee for Thermal Power 
Projects, Ministry of Environment and Forests, Government of India 

• Advisor (Environment and Forests), Planning Commission, 
Government of India 

• Member, Expert Committee to Review the Tehri Hydroelectric 
Project, Ministry of Power, Government of India 

• Member, Environmental Appraisal Committee for 'River Valley Projects' 
Ministry of Environment and Forests, Government of India 






1 







•A lack of assessment till 1978 

•Clear and Transparent Standards Required 

•Certain Values Absolute 

•Others subject to trade-off 

•Costs of Prevention and Mitigation Fully Internalised (eg Fly Ash) 
•Effective Monitoring 
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•Projects Part of Over-all Plan 

•Prior Environmental Assessment of Sites 

•Environmental Zonation of the Country 

•Transparency 

•Self Regulation 

•Stringent Penalties 

•Peoples Vigilance 
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Introduction 


The under-privileged - a definition 

3S absolutely no access to Electricity services 
8€ limited ability to pay 

3€ little or no say in the restructuring of electricity markets nor in tt 
markets for their produce 


Rationale for greater regulatory supervision 

$€ Privatisation and commercialisation would lead to overlooking of 
the problems afflicting this population 
3€ Unlikely to have the ability to influence the process 
3€ Little control on the quality of electricity and service received 



Regional Profile 


§€ Socio-economic characteristics 
1320% of world population 
ESHousing 40% of world poor 
^Experiencing rapid growth 
IZiExcess labour but shortage of capital 

Significant shortages and inefficiencies leading to 
grave econortiic losses 


Sector a mechanism of delivering social largesse 
without assessing social impact 


Resorting to privatisation and the introduction of 
competition in infrastructure service provision 

Accompanying regulatory reform 




Electricity sector 


— 
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j 1 

Natijre of reforms ! 

. '“fcssi^ssr ‘-.■'•V’TES 

Driving Forces 

K Poor; rates of return, high losses and increasing 
shortages 

Don<pr agencies shifting focus from project lending to 
institutional reform j 

Objectives 

& Evolving a more efficient operational structures 
corporatisation /privatisation 


Creating/inviting competition s functional unbundling 
/open bidding process 


tea 
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Institutional changes 

JH! Redefining the role of the government: 

■ encouraging it to divest the roles of owner & 
regulator 

■ retaining only its role as a policy maker 

9€ Establishing independent regulation through the 
enactment of appropriate legislation 



Impact of Restructuring and reforms 


Current progress aimed towards 

3€ Tariff rebalancing with a view to reflecting cost of 
supply at different voltage levels 

3€ Thereby, reducing the level of cross subsidy 

$€ Adding capacjty with an eye on short term alleviation 
of shortages=!>price per unit of generation will 
increase 

No significant debate on enhancing supply to the 
under-privileged 





Role and responsibilities of the regulator 

& Encouraging investrrienfei! i rampSB^ ,llku 
efficiency improvements and providing for 
adequate returns i 


Equally importantly, the regulator must invest 
time and resources in ascertaining 
Sphere thefts are actually taking place 

She true opportunity cost for clearly defined 
segments of population 

She mechanisms that would ensure access to 
all consumers in a fair and equitable manner 

She relationship between quality of supply 
and tariff chargeable 



Table 5: Scenarios on implicit subsidies at various voltage levels 
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-1.31 
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Quote from Irwin, World Bank 

"Charging different customers different prices 
for the same product does not always imply a 
cross-subsidy. In general, when there are 
common fixed costs of production to be 
allocated among customers, economic efficiency 
requires that prices vary according to customers' 
sensitivity to price changes.... But as long as all 
prices fall between the stand-alone and the 
incremental cost the price differences do not ^ 
contain cross-subsidies" (^jjjjj^ 















Other country experience - UK 
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Elements of Social Action Plan 


OFGEM licence changes require suppliers to 

i 

accept payments in cash on a fortnightly or 
more frequent basis (previous minimum 
requirement to accept cash payments quarterly) 


publish Codes of Practice to ensure that 
prepayment customers are better adviced on 
services available to them 


level up to be$t practice the provision of energy 
efficiency advice. 



Other country experience - UK 
Other actions 

maximum prepayment meter surcharge of £15 a 
year down from £27 

Affordable Warmth Programme announced in 
October 1999 - public private partnership for the 
installation of energy efficiency measures in 1 
million poor homes 

potential new opportunities exist for helping 
disadvantaged customers, which need to be 
researched or piloted. 







Other country experience - USA 

3€NARUC resolution (1997) urged 

"congress, as it considers legislation to restructure 
the nation's electricity industry, to include in 
such legislation Workable mechanisms to 
support State and Utility public benefits 
programs such as energy efficiency, renewable 
energy technologies, research and development, 
and low income assistance..." 

J 

i 



Other country experience - USA 
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^States in the US are imposing a system benefit 
charge & distribution fee 

ED the System Benefits charge is designed to 
fund public benefits programs such as 
renewable energy, energy efficiency, R&D as 
well as assist low-income consumers 


E5the distribution fees are focussed on 
providing assistance to low income 
consumers. 






Other social mechanisms 

"Lifeline" rates 
Vouchers 

Targeted cash payments 
In-kind transfers 
Targeted transfers in-kind 
General wage or pension increases 



kb* 


f k\ 


Conclusion 


§€ Combination of opportunity cosfbased ^ ~ 

(with a TOU differentiation) and cost of supply based 
tariff setting (with subsidy commitments from govt.) 

§€ Reduce inefficiencies in the sector 
3€ Design appropriate pro-poor reform package 
ERecognise the obligation for provision of non¬ 
discriminating service 
Elldentify the target population 
EDefining tariff mechanisms that would deliver results 
in different time-frames 

Increase awareness and representation of the under-^#*s 
privileged in the process ( 





Private participation and the need 
of the Poor 

Argentina's Experience in the 
Electricity Sector 

Martin Rodriguez Pardina 


Universal Service Obligations 

• The problems: 

— Which customers and services should be 
subsidised? 

— How do we finance the subsidies? 

— How do we ensure efficiency (minimum costs) 
in the provision of the subsidised services? 





Which Customers and Services 

• Basically a political decision 

• Argentina 

— Low income pensioners 
- Schools and hospitals in rural areas 

— Uniform tariffs for all residential customers 
(some provinces) 


Financing Mechanisms 

• Cross subsidies 

— Lack of transparency 

— No incentive to expand to low income groups 

• Specific taxes 

• Direct subsidies 

— Cost of public funding 
— Long term commitment problems 





Subsidies 


Cross-subsidies forbidden by law. 

Direct subsidies to low income 
pensioners and charities. 

-The costumer is invoiced 50% of the tariff 

-The difference is covered by the federal 
government 

• The annual budget has to include the funds 
to cover the subsidy 


National Energy Fund 

Intermediate solution between direct and cross 
subsidies 

Tax on wholesale sales 

- 2.4 U$/Mwh (approximately 15%) 

- Revenues approximately 100 Million US a year 
Fund to be used 

- To subsidise access (investments) in poor provinces 

- To subsidise consumption (tariffs) in high cost areas. 






Efficient Provision 

• Built in incentives to minimize costs in 
concession contracts 

— Dealing with losses in Buenos Aires 

• Competition for the market 

— Award to party asking lowest subsidy 
• Disperse demand areas in provinces 

• Play or pay mechanisms 


Losses 

• Before privatisation technical and 
commercial losses in SEGBA amounted to 
near 25% of total energy 

• Political decision to allow only technical 
losses to be included in the tariff leaving 

i private concessionaires to solve the problem 

1 of commercial losses. 





Commercial Losses 


Industrial users. Illegal connections, problem 
solved within the first year of the concession. 

Low income neighbourhoods Meter tampering. 
Problem solved in a 90% within the first 18 
months of the concession. 

Shanty towns. No meters installed. Social 
problem. Agreement with federal, provincial 
and municipal authorities. 


Solution for Shanty Towns 

• 4 years agreement between Private Firms, 
National State, Buenos Aires Province and 
local Municipalities 

• Private firms 

- Resign claim for past consumption 

- Installation of communal meters within 120 days 

- Compromise not to cut power to normalized users 






Solution for Shanty Towns (cont) 

• Municipalities 

- Carry a Census 

- Build streets 

- Promote creation of village representatives commission 

• Bs.As. Province and Federal Government 

- Creation of a special fund to be destined to cover lack 
of payment by low income users. 

• Federal government: Value added tax on new users 

• Buenos Aires: Taxes on; power consumption 


i 

Losses: Results so far 


• Sharp reduction in losses 





Results 


Energy Loss 
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Results so far (cont) 

Shanty towns 

— Initially high success (98% of users 
paying). 

— With the beginning of economic 
recessions the problems seems to 
reaper. Has to be treated on a long¬ 
term basis. 
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Conclusions 

• Regulation can improve the way universal access 
is financed and delivered 

• A sector specific tax seems an efficient finance 

mechanism ■ 

• Competition for the market and well designed 
incentives can improve efficiency 

• Dealing with social problems is a permanent issue 
to be addressed by regulators and political 
authorities 
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ABSTRACT 

In the era of utility privatization, price of some commodities will rise, at least where there is no 
competition. In this country the price of electricity will go up as soon as the government subsidy 
from this sector is withdrawn. This will hurt the rural poor. A program by the name rural 
electrification is supplying electricity to rural areas very successfully. This model works on 
cooperative principle. The public utility is beset with problems like revenue loss, labor unrest 
and corruption, whereas, the model is doing pretty well. This program is surviving, making profit 
and going from distribution to generation. The story of this successful cooperative model in rural 
electrification is discussed in details in this paper. 

1.0 Introduction 

The state owned electricity board named Bangladesh Power Development Board (BPDB) is the 
sole generating, transmitting, distributing, selling and regulatory authority in the country. The 
progress of electrification in rural areas was not very satisfactory under BPDB. The Government 
of Bangladesh, from the experience of nearly three dozens developed and developing nations, 
has adopted the cooperative concept to implement rural electrification program covering the 
entire rural areas of the country in phases and National Rural Electric Cooperative Association 
(NRECA) of USA played an important role. The Rural Electrification Board (REB) was formed 
in 1977 by a government ordinance [1] in line with the infrastructure reforms in power sector. 
The aim of this ordinance was to introduce the cooperative principles in power sector in rural 
areas. The Palli Biddut Samity (PBS, Rural Electric Cooperative) is the core unit that runs the 
cooperative. Consumers of the PBS are the owners of the system and it is governed by a Board 
of Director, elected from among the consumers to run the system in a democratic, yet cost- 
effective manner. There is no trade union or CBA (Collective Bargaining Agent) in PBS as the 
members are the owners. At present there are 55 PBSs with 2,705,680 consumers (13.31%) in 
27,993 electrified villages (43.74%) countrywide. The Dhaka Palli Biddut Samity—1 (Dhaka 
PBS-1) is the first rural power cooperative. 

Recently a committee was formed to investigate and formulate power sector reform. This 
committee formulated the National Energy Policy [2] where a national regulatory authority 
named National Energy Authority (NEA) was suggested to carry out the regulatory functions 
like issue license, formulate/fix tariff, enforcement and monitor of technical standard, resolve 
legal issues and dispute between different agencies. In 1995 the government has set up a Power 
Cell which has a mandate to lead private power development, recommend power sector reform 
and restructuring, conduct study on tariff and formulate regulatory framework for power sector. 




There are a few Independent Power Producers in the country. Recently the Power Grid Company 
of Bangladesh (PGCB) was created which will handle the transmission of electrical power. 

2.0 Rural Power Cooperative Model 

The REB is the regulator and PBS is the unit that runs electricity supply system in rural areas in 
different parts of the country. At present REB purchases electricity from state owned electricity 
board BPDB. 

2.1 Rural Electrification Board 

Rural Electrification Board (REB) is responsible for electrification in rural areas. The Board 
consists of a chairman and three full time members and four part-time members. The function of 
the board is to establish electricity generation, transmission, transformation and distribution 
systems in the rural areas, to organize the prospective consumers of electricity into formal and 
informal groups, such as Palli Biddut Samities (PBS), i.e. Rural Electric Cooperative, electric 
and other cooperatives, societies, associations and companies for the purpose of execution and 
management of schemes and provide related services. 

The REB is empowered to receive grants and raise loans from the government and other bodies 
and individuals for creating funds for the purpose of carrying out business and to advance funds 
on such terms and conditions as it may determine to PBS and to prescribe relending terms for the 
PBS and other groups and prescribe regulations for project appraisal and credit administration. In 
short this is the terms of reference of the ordinance (reform). The organizational structure and 
functions are discussed in Appendix A. 

2.2 Rural Power Cooperative 

The cooperative concept was found to be suitable in the context of program’s enormous size and 
its implication to socio-economic reality of the country. The concept envisages decentralization 
of the operation and management of electricity distribution system by forming cooperatives, i.e. 
PBS. Each PBS comprises of 5 to 9 thanas, i.e. sub-district covering between 700 and 1500 
square kilometers. The responsibility of operating PBS’s financial and management affairs are 
entrusted with member-consumers themselves in accordance with set rules of PBS. Consumers’ 
electric connections are provided to private households, industries, commercial and social 
enterprises, and irrigation pumps. 

These PBSs are consumers owned cooperatives enjoying equal rights and opportunities. Each 
PBS operates a rural distributions system within its command area. The Board, which set up to 
carry forward rural electrification program in a planned manner, helps PBS to attain self- 
sufficiency in the operation and management of its activities. As per rule, the business of a PBS 
runs on no-loss no-profit basis. Any operating surplus or deficit is adjusted in the form of lower 
or higher electricity rates in the respective PBS. The Board as regulatory body continuously 
monitors and assesses the engineering, financial and management aspects of PBSs and ensures 
that the standards set by the Board is achieved. Besides the above monitoring. Foreign Advisory 
Institution (NRECA) also monitors and assists the PBSs activities regularly. The PBSs are not 
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directly involved in the implementation phase but takes over the system after construction and 
remain responsible for its management, operation and maintenance. 

Routine operational activities of PBS such as meter reading, meter checking, bill collection, etc. 
is run by hired staffs who are responsible to a board of directors consisting of a minimum of 10 
and a maximum of 15 members who represent a specific area of PBS. REB appoints General 
Manager, AGM and some top posts. Initially REB nominates the Board Members, but later on 
the PBS consumers elect them. Two women advisors are nominated to assist the PBS board. It is 
desirable that different local societies are represented on the Board of Directors. To follow strict 
democratic principles in all sphere of governance there is provision in the REB Bye-law, that the 
PBS needs to hold Annual General Meeting within 18 months of PBS energisation. Annual 
meeting reflects an adherence to such democratic discipline. Names of the Directors elected in 
secret ballot by the consumers are declared before the audience. Presentation of different annual 
report on PBS operations, awarding the highest bill-payees and answering the question placed 
before the meeting for improvement of the overall system and entertaining complaints made by 
the consumers are salient features of the AGM. Another important aspect of the meeting is 
exhibiting on safe and economic use of power. Election is held successively in areas so that there 
is mixture of old and new directors to run the PBS smoothly. 

3.0 Participation of the poor 

In the process of reform and privatization in power sector, the price of electricity will go up. The 
poor customers will obviously suffer. In Bangladesh eighty percent population live in villages 
and most of them are below poverty level. REB serves about 13 percent of mral population. 

3.1 Participation of the poor and subsidy 

The participation of the poor is ensured through cooperative principle. Any consumer in PBS 
area has to become member of the cooperative. It costs only Taka 20 (US$ 0.40). The installation 
and other charges for domestic user are nominal, affordable and much less than BPDB charges. 
The minimum bill for residential consumer in PBS area is Tk. 60, which is also less than PDB 
area. Consumers are represented in the board of PBS by direct vote and governance is 
democratic. There is no political influence or discrimination. 

The initial investment comes from donor and local government. The local currency portion 
comes from government as grant, i.e. subsidy. The REB buys electricity from BPDB at 33 kV at 
a special price, which is about 30% less than other customer does. This can also be interpreted as 
subsidy. 

3.2 Rate structure 

In this country the electricity rate is inverted, i.e. more you use more you pay. This is different 
from the tariff of industrialized country. This is indirectly a measure to protect the poor. The 
electricity tariff of REB is shown in Table-1. The urban (BPDB) and rural (REB) tariff are 
similar but structure is different. To reduce the peak demand the tariff of BPDB has two 
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structures, one is flat rate and other is two part time of day tariff. The BPDB structure has 11 
type of consumers whereas REB/PBS has 7 type. 

Table-1 

Tariff of REB (Dhaka PBS-1) 


Consumer Category 

Unit Price in Taka 

Residential 

2.18 (1 to 300 units) 

3.43 (301 to 600 units) 

4.78 (600+ units) 

Charitable Institution 

2.85 

Irrigation 

2.40 

Small Industries 

3.45 

Large Power 

3.35 

Street Light 

3.30 

Commercial 

4.60 


3.3 Payment Mechanism 

The terms of condition for lending from government to REB is local currency portion as grant 
and foreign currency portion with 30 years repayment period including moratorium period for 
first 5 years. Interest rate is 0.75 percent during moratorium period and 2 percent during 
repayment period. REB to PBS the local currency portion as interest bearing loan, foreign 
currency portion same as government to REB except the interest rate is 3 percent. The lending 
rate from government to BPDB is 8 percent. 

3.4 Benefit to the poor 

A recent survey [3] has sown (Table -2) that financial condition and economic activities of the 
poor villagers has increased after electrification. According to the survey, average monthly 
income for the users increased by Tk. 804 due to additional economic activities after 
electrification. Average monthly income of users ranged from Tk. 200 or less at the minimum to 
Tk. 2,000 or more at the maximum in the same PBS. Thus it can be said that different sections of 
the society can take the advantage of electrification at various extent to improve their economic 
condition. 

Table -2 

Change in financial condition and economic activity 


Changes after 

Electrification 

% of Users 

Feni PBS 

Noakhali PBS 

Laxmipur PBS 

Patuakhali PBS 

All PBSs combined 

Improved Economic 
condition 

20.50 

74.00 

25.50 

14.00 

33.5 

Increased Economic 
Activity 

13.50 

25.00 

23.50 

T3.50 

22.0 
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Living standards of large section of the rural poor improved following electrification. This is 
depicted in Table-3. 


Table -3 

Standard of living 




% of Users | 



Feni PBS 

Noakhali PBS 

Laxmipur PBS 

Patuakhali PBS 

All PBSs combined 

Better 

condition 

living 

22.11 

64.50 

21.50 

15.50 

30.00 

Improved 

status 

health 

11.00 

89.50 

85.00 

67.50 

63.25 


4.0 Success story 

The public utility is plunged very high revenue losses, i.e. up to 40 percent system loss, whereas 
some PBSs are making profit. How could it be possible? 

The cooperative model is a story of success. The success is due to: 

i) The system is technically sound 

ii) Its overall operation is transparent 

iii) There is accountability 

iv) Pricing is just and is constantly monitored. 

In the construction phase, REB ensures the quality and technical soundness of its distribution 
network. Future expansion has to be economically justified and they have some thumb rules. 
These are discussed in Appendix A. 

The operation of PBS is transparent and there is accountability in every sphere. These are totally 
absent in public utility. The program is so popular that customer living in outskirts of small town 
and served by state electricity board (BPDB) me very much interested to be a customer of REB. 

4.1 Electricity price and system loss 

To protect the poor pricing must be just and revenue loss must be bare minimum. Otherwise 
cooperative principle will fail. The pricing of electricity is reasonable and affordable. The 
minimum charge is Tk. 60. To monitor the pricing PTA and MIS are used. System loss, nothing 
but merely theft of electricity, is kept to a bare minimum. 

Introduction of Performance Target Agreement (PTA) in the year 1990 on the basis of key ratio 
trend analysis information is an important step in improving the operational and management 
performance of PBS. Its introduction has contributed largely in establishing accountability and 
result oriented performance for the PBS. Another financial management tool is Management 
Information System (MIS) statement published monthly by the regulator. This statement [4] 
shows the monthly technical and financial standing of all the cooperatives in the country. This 


* 
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tool is very useful for the management to monitor and evaluate the technical and financial 
performance. 

The price of electricity is different for different PBS. For every PBS the regulator, i.e. the Board, 
fixes the rate. This is done in late June and is adjusted in January next year. The 23 component of 
PTA [4] is the basis for fixing the unit price of electricity. REB fixes these parameter values. In 
PTA the basis for calculation of these parameters like debt service coverage, equity status, 
operation and maintenance expenses, etc. are shown in details for all the PBSs. From these detail 
calculations the breakeven analysis is done. There is a simpler version [6] of PTA, which is 
much easier to understand and implement. 
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—System loss -- a— Billed Bill collected 


Fig.l. System loss and revenue collection 

Pilferage of electricity, which is the biggest problem of power supply authorities in the country, 
is well managed in PBS. This is adjusted under system loss. Sometimes system loss is divided in 
two categories, technical and non-technical. Pilferage falls under non-technical losses. All the 
power supply authorities run in losses due to this pilferage losses. But REB and PBS have 
managed this very efficiently and all affords are made to* keep it minimum. This loss is 
distributed among the consumers, so it is not revenue loss. The introduction of quantum meter to 
monitor system performance is a valuable mechanism to reduce system loss. These 
microprocessor controlled quantum meters are placed at every major feeder, so that energy input 
and outputs can be compared. There is check and balance in meter reading, bill writing and bill 
payment. Electricity meter readers are constantly rotated and changed places. The bill writers are 
invariably female. Due to social composition of villages they are not very mobile. Moreover, 
every single person of the system understands that their bonus/incentive depends on their 
collective performance. And there is transparency and accountability in these cooperatives. 
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which is non-existing in power utilities. Moreover, bill payment facility is adequate and the 
process is easy. Bill payment in zonal offices is also possible. There is also a user friendly “one 
point” customer service. Although the billing is done manual, the bill collection rate is high 
(95%). Very soon they will switch to computerization. More details are shown in appendix A. 

4.2 Investment in rural generation 

The investment [7] in PBS are shown in Fig. 2. The curve shows that the local investment is 
increasing. Since the local investment is going up, the system is progressing to be self-sufficient. 
So the conclusion can be drawn that this sector is making profit and becoming trustworthy to 
people and government. Recently REB has investing in power generation. In Rural Power 
Company, a private generation company, they are the major shareholder. Moreover, to serve 
their own consumers, they are building small power stations in PBS area. 



Fig. 2 Year-wise investment in Rural Electrification Program 
4.0 Conclusions and recommendations 

The rural power cooperative is successful and popular among consumers. Poor consumers’ 
participation is ensured through cooperative principle. The model is discussed in details in this 
paper. The model may be adopted in neighboring countries, as the socio-economic condition is 
similar. 
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Appendix A 

REB and PBS organizational structure, management and operation 

A board consisting of one chairman and three full time members (member finance, member 
engineering and member PBS & training) manages REB. 

The Chairman- The chairman is the chief executive of the board and responsible for the overall 
development, management, and administration of REB. He plans, organizes, directs, coordinates 
and control overall REB program and administration through appropriate delegation wherever 
needed, to the Member (Engg), Member (Finance), Member (PBS & training) and other officers. 
He monitors progress and takes appropriate steps, if needed to achieve the organized tasks in 
consultation with appropriate authority of the government. He also exercises direct control over 
two directorates and secretariat. The function of the secretariat and two directorates are as 
follows: 

Secretariat: The secretary of the board is responsible for efficient management and 

administration of the board secretariat and board affairs and such other responsibilities as 
assigned to him by the chairman. 

Program Planning: The director of program planning is responsible for overall program planning 
evaluation, management and information service activities of REB. This includes comprehensive^ 
planning for each phase of the rural electrification program, REB corporate planning, studies of 
proposed PBS coordination with PBS donors to ensure continuing adequate financing and 
coordination with concerned Bangladesh Government Agencies to obtain necessary approval. 

Personnel and administration: The director of personnel and administration is responsible for 
appointment, transfer, posting, promotion of officer & employee, discipline, personal records and 
also responsible for preparation and keeping of the seniority list of the officers & employees of 
the board. 

Member Finance - The member finance is responsible to the chairman and the board for the 
financial management and operations. The main responsibilities are financial planning, REB 
budget and procurement of equipment and materials, PBS loans accounting system, audit and all 
kind of financial reports. 'The member is responsible for the directorates placed under him in the 
REB establishment. 


Member Engineering — The member Engineering is responsible to the chairman and the board 
for all engineering activities. The principal responsibilities of the member (Engg) are engineering 
system design for REB/PBS, preparation of the standards and specification for equipment and 
material, tendering, requisition, customs clearance, inspection, storage, issue and movement of 
line and building equipment and materials PBS feasibility, power supply, operation, maintenance 
and repair of major equipment. There are two chief engineers under member of engineering. 

Member PBS & Training - The member PBS & training) is responsible to the chairman and the 
Board for the development, organizing and the establishment ot the PBSs. He is also responsible 
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to develop REB training program for orientation and training of all levels of officers and 
employees in all disciplines of the rural electrification program. The member ensures his 
functions through the executive director who controls and monitors the PBS Management and 
Development Directorates (north, south and central zones). 

Construction program implementation: 

REB has allowed the establishment and utilization of two private service sectors, the Engineering 
Consultant (EC) and the Electrical Construction Contractor (CC). These private sector activities 
have been a major factor in the successful construction program. REB, being a government 
agency, has a policy that frequently rotates employees between positions and departments. One 
of the results of this policy is the loss of expertise at REB on a periodic basis. The service 
organizations, being non-governmental, do not have the same rotation policy, so their staffs have 
become very proficient in their respective areas. The EC has trained his staff to prepare the 
necessary construction documents and inspect the construction to be certain that all the standards 
are maintained. The CC has trained his crews to construct the lines in an efficient and responsive 
manner. Had REB not allowed private sector development in these areas, the program likely 
would have been much less successful in its development to date. 

Construction inspection and quality assurance: 

The responsibility for construction inspection has been placed on the EC with final acceptance 
by the PBS. Periodically, NRECA has been invited to make spot inspections and generally has 
found that the line construction is accomplished satisfactorily. However, in some cases it was 
evident that the inspector may not have been to every job as’some of the line construction was 
not up to the normal standard (improper installation of ground rods, anchors, etc.). The REB and 
the CC inventory the final project prior to the transfer to the PBS on an as-inventoried basis. The 
surplus materials are supposed to be delivered to the PBS, but it is not evident that the tracking 
of this material is adequate. 

Material handling and control: 

Both REB and NRECA expressed concern about the existing material-handling system. The new 
computer program for material inventory records can track material by item, by donor, by 
warehouse and staging area, and by contractor. REB should be able to maintain much better 
control of materials once this system is fully in place. REB emphasized that, while there are 
more than 400 items of materials in stock, 20 percent of the items account for 80 percent of the 
value and it may not be necessary to control all items to the same extent. 

System intensification: 

This program is in two parts: the BPDB property transfers and short system extensions from the 
existing distributing feeders. Approximately 20 percent of the budgeted line additions are 
allocated to this program. The PBS has some latitude in short line extensions (up to 0.5 km). The 
PBS can have the EC apply the feasibility criteria and, if the extension is feasible, it is submitted 
to the REB Supervising Engineer for approval. Once approval is obtained, the project can be 
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designed and constructed. For short, one or two pole projects, PBS linemen may be used rather 
than the REB CC. There were ‘comments that it was needed to recondition the transferred 
facilities and the lack of material available to do so. Typically, where PBS takes over a BPDB 
facility, the transferred system is substandard and PBS must conform the transferred facilities to 
its standards. 

System monitoring and performance standards: 

REB and the PBS have excellent record in reducing losses and improving energy sales. REB and 
the donors have developed Performance Target Agreements (PTAs) to assess the "success" of the 
program and areas where future improvement should be achieved. Many of these PTAs are used 
to determine the incentives given to the PBS managers. The PBS should be reviewed on a 
systematic basis to be certain the desired objectives are being achieved. 

Several PBS general managers expressed that some of the PTAs as not true measurements of 
efficiency of system operations. For example, when new areas are added to an existing PBS from 
a BPDB system, it may take two to three years to reduce the non-technical losses of the added 
system to the level of the PBS. The PTA, by continuing to target lower losses, penalize the PBS 
in the short term, even though in the longer term, its viability has been enhanced by improving 
the load and revenue density. Also, y taking on the BPDB facilities, the PBS will incur additional 
renovation and maintenance costs, which have a short term, negative impact on the PTA ratios. 

Management of the PBSs 

The institutional framework, with REB as a central institution providing financial, institutional, 
technical and procurement support to the PBS, organized as co-operatives but working as 
regional institutions. All the function of PBS operation and management are regulated by PBS 
Bye-laws, service rules, PBS instructions, PBS manuals etc. The PBS instructions for PBS 
activities are given below. 

PBS instruction - 100 series- Engineering and Technical 
PBS instruction - 200 series- Financial 
PBS instruction - 300 series- Management 

There are about 141 REB instructions presently in use in the PBS covering all the three group of 
activities. Besides the PBS instructions, PBS manuals are also used for Engineering Design, 
House wiring, accounting procedure and other activities. 

REB has established an effective monitoring procedure. PBS reports its financial, operational 
and management performance through this form to REB Monitoring Cell every month. 
Monitoring Cell in its turn has developed a Management Information System (MIS), based on 
the information of PBS 550 Form. MIS published every month is an important aid for the REB 
management to monitor PBS management and operation. NRECA, consultant of REB also 
publishes quarterly report covering a broad area of REB and PBS activities and performance. 
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Consumer accounting 

Meter reading: Meter reading records appear adequate and properly filed in booklets for easy 
retrieval and tracing. Meter readings are being performed by individuals contracted by PBSs. 
The contract covers a three-year period renewable every year. Each meter reader is assigned to 
read 2,000 meters each month covering several routes. Any observations made during meter 
readings (such as stuck meters, broken covers, wrong serial numbers, etc.) are noted and 
reported. For internal control, meter readers' route assignments are rotated every three months. In 
addition, as claimed during the interviews, messengers are required to check on the readings by 
comparing the readings in the bill against the meters when electric bills are delivered to the 
consumers. Officers of the PBS as assigned by the general manager do meter reading for 
industrial and irrigation consumers. Computation of the kWh usage is done manually based on 
the reading sheets. 

Billing: Billing is done manually by billing assistants. Each billing assistant is assigned to 
prepare 1,500 bills each month. In addition to bill preparation, billing assistants are responsible 
for updating the consumer subsidiary ledgers, which contain details of meter readings, kWh 
usage, bills issued, collections and account balances. In spite of the manual process of bill 
preparation and other billing tasks, bills are prepared promptly. Due to the volume of billing 
transactions, all the PBSs are clamoring for a computerized billing system for which plans are 
underway. 

Collections: PBS messengers deliver Bills to the consumers. Bills are due twenty days from date 
of the bill. Consumers are instructed to pay their electric bills direct to the PBS's Head Office, 
district offices and authorized collection banks. Each PBS has a number of collection banks. 
Collection banks are required to report collections on a weekly basis. Collections made by the 
banks are deposited to the PBS's general fund account maintained in the bank. 

Disconnection and reconnection: Electric service is disconnected if the consumer does not pay 
the electric bill within three months. The three months' allowance coincides with the guarantee 
deposit required from the consumers upon connection which equals three months' estimated 
consumption. Disconnected consumers can be reconnected upon payment of disconnection and 
reconnection fees, which vary per consumer type. 

Comparison of different PBSs 

It is found that some of the PBSs are making profit while the other power utilities incur losses. 
The reason behind it is its organizational structure, management, precise monitoring and 
accountability. The REB officials of different directorates closely monitor the activities of the 
PBSs. This monitoring is done only on advisory basis. Such Monitoring includes performance 
and operation of the PBS. 

PBSs earn revenue (Table-A) by selling power to the consumers through their distribution 
networks. Revenue earning by the PBS depends on the number of consumers as well as the types 
of consumers. As the electricity rate for domestic use is lower (Table-1) than for non-domestic 
use, PBS with high ratio of domestic sales earn low revenue. So far as the number of consumers 
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are concerned, both Feni PBS and Dhaka PBS-1 with 70590 and 61779 connections respectively 
are in good position. Under Laxmipur PBS, Noakhali PBS and Patuakhali PBS the numbers of 
consumers are 32092, 51531 and 22521 respectively. 

With regard to the size of consumers, PBSs are not directly comparable because of their varying 
energisation dates. Consumer per Km of lines, however, provides a better indicator for 
comparison. Consumer per Km are 31 for Dhaka PBS-1, 32 for Feni PBS, 28 for Noakhali PBS, 
23 for Laxmipur PBS and 16 for Potuakhali PBS 

Table-A 


Comparison of Bills 


Name of the PBS 

Amount Billed, 10° Taka 
(12 month average) 

Cost of Power Purchased, 10° Taka 
(12 month average) 

Dhaka PBS-1 

68.640 n 

44.449 

Feni 

11.455 

7.286 

Laxmipur 

5.001 

2.942 

Noakhali 

7.697 

4.830 

Patuakhali 

2.963 

1.821 
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1.0 Introduction 

•Bangladesh power Development Board (BPDB) 

•Rural Electrification Board (REB) 

•Rural Electric Cooperative (Palli Biddut Samity) 

• 55 PBS, 13 percent consumers in 44 percent electrified 
villages 

•Regulator, National Energy Policy, National Energy Agency 
•Privatization: Generation, Transmission and Distribution 
•Rural Power Company, Khulna Barge Mounted Power 
Station, 

•Power Grid Company of Bangladesh (PGCB) 

•Dhaka Electric Supply Authority ( DESA) 

•Dhaka Electric Supply Company (DESCO) 

•Khulna Electric Supply 


2.0 Rural Power Cooperative Model 

•Rural Electrification Board 

•Rural Power Cooperative 
Palli Biddut Samity (PBS) 

Area, rural participation, administration, operation and 
maintenance 






3.0 Protecting the poor 


•Bangladesh Population, 128 million, 80% rural , 13% served 
by REB 

•Participation of the poor 
-through cooperative system 
membership Tk. 20 (40 c) 
affordable for poor (min. charge Tk. 60) 
run by consumers/members 
-government subsidy initially 
later self sustaining 


buys electricity at bulk-discount rate 


•Rate structure 

Tariff of REB (Dhaka PBS-1) 

Consumer Category 

Residential 


Charitable Institution 
Irrigation 
Small Industries 
Large Power 
Street Light 
Commercial 

•Payment mechanism 
-Government to REB local currency as grant, f.c. portion soft 
loan 

-REB to PBS all interest bearing loan 


Unit Price in Taka 
2.18 (1 to 300 units) 
3.43 (301 to 600 units) 
4.78 (600+ units) 

2.85 

2.40 

3.45 

3.35 

3.30 

4.60 




Benefits to the poor 






Change in financial condition and economic activity 


Changes after Electrification 

% of Users 





Feni 

Noakhali 

Laxmipur 

Patuakhali 

All PBSs 

Improved Economic condition 

20.50 

74.00 

25.50 

14.00 

33.5 

Increased Economic Activity 

13.50 

25.00 

23.50 

13.50 

22.0 

Standard of living 





% of Users 





Feni 

Noakhali 

Laxmipur 

Patuakhali 

All PBSs 

Better living condition 

22.11 

64.50 

21.50 

15.50 

30.00 

Improved health status 

11.00 

89.50 

. 85.00 

67.50 

63.25 





Investment in rural electrification 
•local investment going up 
•making profit 



Fig.2 Year wise investment in Rural Electrification program 


5.0 Conclusions 

Rural power cooperative is poor oriented 
It model is successful 

The model may be adopted in neighboring countries with 
similar socio-economic condition 
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Development: The Core Social Concern 


• Socially Disadvantaged Sections are also 
Asset-Less Sections 

• Energy (Electricity) A Water: 

Inputs Critical for Asset-Less to Climb the 
Development Ladder 

• Inadequacy of the Life-Line Tariff 

Danger of Reforms Restricting Development 

i 
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Democracy: The Core Political Concern 


• Electricity: An Input for Development: Hence, a 
Matter Within ’Public Realm’ 

• Reforms Take Electricity out of the Public Realm 

- By Treating Electricity Primarily as a Commodity 
(♦Object of Charity) 

- By Substituting the State with Techno-centric 
Regulatory Institutions 

• Limiting Capacity of People to Influence Decision- 
Making in This Public Affair 

Danger of Reforms Restricting Democracy 


16 lh May 2000 
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Framework for Understanding 
Role of Government 

i 

Features of private investment in power infrastructure 

! 

♦ Investments are typically up-front 

-» High degree of relationship specificity 

Risky revenue streams reaching many years into the future 

i 

! 

♦ Investments are distinguished by pattern of risks over time 

-» High concentration of risks in project’s early stages 
-» Readily identifiable risks once project is completed 

♦ Most major projects are financed predominantly through 
foreign capital 


M) 




Incentives/Objectives 
of Project Sponsors 


♦ Reasonable return on investment: 

ROE =,/(debt maturity, tariff, 
leverage ratio, government support) 

i 

♦ Limited recourse structure 

I 

I 

(only if the investment materializes) 


Incentives/Objectives 
of Creditors 

♦ Good credit risk, i.e. sufficient and secure cash flows 

♦ Key indicators i 

-» Debt service coverage ratio greater than a specified level 
-» Interest coverage ratio greater than a specified level 

♦ Credit enhancement, government support and guarantees 





I ncent ives/O bj ecti ves 
of the Government 

♦ Serve Public Interest 

♦ Low T ariff Rate 

♦ Quality of Services 

♦ Future Tax Revenues 

(only if the investment materializes) 

M3 






Forms of Government Support 


♦ Tax incentives 

♦ Subsidized loans 

♦ Contribution to Equity or Subordinated Debt 

♦ Guarantees 

♦ Buyout 


j 

\ 

Rationale for Government Support 

♦ Perception of high risk in emerging market economies leads 

investors to demand high ex ante rates of return j 

♦ As a result, tariffs are often higher than before privatization 1 

♦ Governments find these higher prices to be politically unfeasible: 

♦ Government support enhances the project’s financiability 

-» Reduced degree of risk 

-» Brings tariff down to more acceptable levels 





Types of Government Guarantees 


♦ Policy/Political Risk 

=> Guarantee of currency convertibility and transferability' 

j 

♦ Financial Market Disruption/Fluctuations i 

j 

=> Guarantee of exchange rate 
=> Third-party debt guarantee 


♦ Market Risk 

=> Contractual Obligations of Government Entities 
=> Guarantee of off-take in power projects 
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Power Plant Key Parameters 


Characteristics of the plant 


♦ Capacity (MW): 

100 

♦ Capacity factor: 

84% 

♦ Plant investment cost ($/kw) 

955 

♦ Plant investment cost (Smilliori) 

95.5 

♦ Heat rate (BTU/kwh) 

10,000 






Power Plant Key Parameters 

Financial Assumptions 


♦ Capital structure: 

70% debt 
30% equity 

♦ Term of debt: 

20 years 

♦ Interest rate: 

8.5 % 

♦ Income tax rate: 

40% 


Power Plant Simulation Results 
Loan maturity = 20 years 


(US$ millions) 

2001 

2010 

2020 

Operating Revenue 

22.55 

29.56 

39.91 

O & M 

2.7 A 

3.60 

4.86 

Fuel Costs 

8.24 

12.25 

19.02 

Debt Service 

7.30 

7.17 

6.86 

Interest 

5.91 

4.28 

0.32 

Principal 

1.39 

2.89 

6.54 

Tax 

0 

2.06 

6.16 

Distribution to Equity 

4.27 

4.48 

3.02 


ROE = 14.09% 




Probability Distribution of 
Average Tariff Rate 



ND 


Risk Sharing through Contracts 


Risk assumed by the government 


Minimum a 

Partial 

Full 

♦ Pure 

♦ Power 

♦ Power 

merchant 

Marketing 

Purchase 

plants 

Agreement: 

Agreements on 


tariff 

both tariff and 


determined by 

off-take with 


market 

government 


conditions, 

guarantee of 


agreement on 

payment 


off-take 

obligations of 
state utilities 
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Effect of a 10-Year Tax Holiday 






Annual ROE % 


ROE: Tax Holiday in First 10 
Years of Project 



ROE Depends Critically 
on the Tariff Rate 


MD 



Tariff rate ($/MWH) 








Annual ROE 


Longer Loan Maturity Means Lower 
Required Tariff Rates for a Given ROE 


35.0% 

30.0% 

25.0% 

20.0% 

15.0% 
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5.0% 

0.0% 

-5.0% 

- 10 . 0 % 
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Tariff rate ($/MWH) 

| —maturity 20 years —m— maturity 10 years 


Tax Revenue 

Risk variable: Tariff, Lognormal Distribution, volatility 5.24 



















Severity 


Guaranteeing Credit Risk 


Default 

probability, 

% 

Fair value of 
guarantee, 

Per$100 
investment 

Annual 
price, $ 

2 

1.87 

0.28 

3 

2.81 

0.42 

4 

3.74 

0.56 

5 

4.68 

0.71 

6 

5.61 

0.85 

12 

11.22 

1.69 

20 

18.71 

2.82 

30 

28.06 

4.24 

40 

37.41 

5.65 

50 

46.76 

7.06 
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He has made significant contributions in the evolution and finalization of the 
framework and policies for privatization of several infrastructure services. His 
work in the evolution of Power Purchase Agreements in India is widely 
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In his different assignments, he has been responsible for dealing with the World 
Bank, Asian Development Bank and various bilateral developmental agencies 
such as USAID, CIDA, JICA, etc. and has formulated and negotiated several 
infrastructure projects with these agencies. 

He has served on the Boards of National Thermal Power Corporation, Indian 
Railways Finance Corporation, Bank of India, Central Bank of Indian besides 
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He has written several papers and reports relating to infrastructure development. 
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DOT basis. 

While serving at the union Ministry of Finance, he drafted the Foreign Exchange 
Management Bill which has since been enacted by the Parliament. Currently, at 
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presently being debated across the country and has received a fairly wide degree 
of support from different stake-holders and experts. 
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reform the Italian regulation and price control system. Prof. Gobbo received his degree 
in Political Science (Economics) from the University of Bologna in 1970 and he began 
his academic career as a researcher at the Economics and Industrial Policy Centre of the 
University of Bologna and at the London School of Economics and Political Science. 
Prof. Gobbo is author of more than a hundred books and scientific essays on a variety of 
topics ranging from competition and regulation policy, to the control over prices and 
tariffs of public utilities, the analysis of industrial sectors, the regional and industrial 
development in Italy and abroad. 






LIBERALISATION OF THE ITALIAN 
ELECTRICITY INDUSTRY 


Fabio Gobbo 

Bangalore seminar - May 2000 


REGULATORY 

FRAMEWORK 

> The old structure of the Italian electricity 
sector 

> The European directive on the internal 
electricity market - 96/92 

> The Italian electricity law: N° 79/1999 





consumption distribution transmission generation 


INDUSTRY STRUCTURE BEFORE THE 
DECREEn° 79/1999 


Other producers could sell 
electricity only to : 

> Enel under regulated 
contracts 

> Companies that are part of 
the same group (self 
consumption) 

Enel owned and managed 
most of the transmission grid 

More than one distribution 
license allowed within same 
metropolitan area 

Energy sales to all customers 
at regulated tariffs 




THE OLD STRUCTURE 

1998 
















THE EC DIRECTIVE 96/92 


Liberalisation of generation: 

•authorisation procedure 
•tendering procedure 

Third party access to the system: 

•regulated TPA; 

•negotiated TPA; 

•Single Buyer System 

Integrated undertakings: 

•unbundling of accounts for generation, 
transmission and distribution activities; 

Transmission activity: 

•unbundling of both management and account; 
•new separated company 
Eligible clients: 

•minimum thresholds of consumption; 


THE DECREE N. 79/99 

Liberalisation of generation: 

•authorisation procedure 

Third party access to the network: 

•mixed system: regulated TPA and Single Buyer 

Integrated undertakings: 

•vertical disintegration of ENEL and biggest 
munies 

Transmission activity: 

•new separated independent company (ISO) 

Eligible clients: 

•gradually opening of the market (no less than 
35% of total consumption in January 2000) 


and 




Market operator: 

•A new company - owned by the ISO - to run the - non mandatory 
- wholesale market (from 2001) 

Promotion of competition at the supply level: 

•Enel has been obliged to sell 15.000 mw of capacity by 2003 

•None can produce or import - with effect from 2003 - more than 
50% of electricity produced and imported 


THE NEW STR UCTURE 
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THE NEW STRUCTURE 
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^ MARKET OPERATOR * 


PHISICAL BILATERAL 
CONTRACTS ? 


SINGLE BUYER 


OTHERS 


j ENEL dist. MUNIE^ist[ 
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ENEL 

TRADE 

1- 


CAPTIVE MARKET 


ELIGIBLE CLIENTS 


ISSUES TO BE SOL VED 

(i) competition at generation stage 

•sale of 15,000 MW as soon as possible 

•simplified administrative procedures for 
revamped and new plants 

•increase of interconnection capacity 
but ENEL will still be the dominant operator 






ISSUES TO BE SOLVED 


(ii) network access 

•rules to allow non discriminatory access 
•new players 

> Market Operator 

> Single Buyer 


ISSUES TO BE SOL VED 


(Hi) downstream market 

•threshold for eligible clients 

•possible further lowering of the threshold 
(100 kWh) 

but it would be necessary more competition 
upstream at generation stage 








ROLE OF GOVERNMENT SUPPORT 

■ Holistic policy for privatisation. 

■ Evolution of enabling legal framework. 

■ Independent regulator. 

■ Comprehensive regulatory framework. 

■ Preparation of model documentation. 

i 

■ Consultative approach. 

■ Risk-sharing. 


l 



RISK SHARING 

Unbundling and Allocation of Risks 

■ Non-political risks. 

■ Construction risks. 

■ Operation risks. 

■ Other commercial risks. 

■ Indirect political risks. 

■ Political risks. 

■ Payment risks. 

■ Forex risks. 


GUARANTEES 

■ Only to cover unmanageable risks, i.e. 

- Direct political risks 

- Indirect political risks 

■ Cover payment risks where: 

- Company owned by Govt; and 

- Has a weak balance sheet. 





Nature of Guarantees 


Guarantees should be limited. 

*# Disincentives for invoking guarantees. 

■ Dispersal and sharing of risks ^mong[ 
stakeholders. 


Gradual withdrawal in favour of market 
forces. 


INDIAN CONTEXT 

■ Sovereign guarantee for IPPs. 

■ State guarantees. 

■ Escrow cover. 
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POWER SECTOR REFORM 
AND PRIVATISATION 
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TOWARDS SECURITY 


OF SUPPLY 



■ improve existing generation plant 

■ match capacity and demand through better 
, transmission links 

J increase installed capacity 

■ the private sector can provide management 
techniques and funds 

■ investment requires revenue streams and a 
degree of certainty 
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PRIVATIZATION MASTER PLAN - 
STAGE 1 



Generation 

Power Purchaser, System Operation and 
Transmission 

Distribution/Retail Supply 
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PRIVATIZATION MASTER PLAN - 
STAGE II 



Competitive Generation Companies (Gencos) 
Single Buyer/Wholesale Market 
ISO/llransmission Company 
Distribution (DISCOs) 

[Retail Supply] 

! 

I 
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■ 

■ - . * 

■ If single buyer model does not deliver 
optimum value then move to competition 


■ Issue for DISCOs if large industrial consumers 
can purchase from generators 

: : 

T , - 

■ Arrangements can allow for future competitive 
j market(s) 

j 

lieu tsivifu 
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ISSUES TO BE RESOLVED (1) 


■ The Privatization Master Plan provides high level • 
roadmap 

■ Many issues, however, remain to be resolved, e.g 

- How should stranded costs be dealt with? 

- How should the existing PPAs be dealt with? 

- How should the various entities in the 
competitive market be grouped (ISO, Gridco, 
Market Organization, Generators, Discos, 
Retailers!, Traders, etc.)? 

- What should be the form of the wholesale 
market? ’ 

- Should retail competition be set up? When 
should itibe introduced? 

- How should state owned existing generation 
assets be dealt with? 

t 


power2 


ISSUES TO BE RESOLVED (2) 


Government should set the agenda - 

The private sector needs some form of 
certainty - a well thought out programme 
engenders confidence not uncertainty 
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ISSUES TO BE RESOLVED 


(3) 



■ Does India want to become competitive in 
terms of world markets - this means 
competitive with imports not just ex 

■ How does it achieve a competitive position: 

- domestic investment 

- international investment 

- international expertise 

- domestic expertise 



1 , 
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THE INTERNATIONAL INVESTMENT 
MARKET 



The electricity market restructurings in the US 
and Europe offer substantial opportunities for 
investment. India is not only in competition 
with other south and south east Asian 
countries but also the western countries. 
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EXISTING IPP CONTRACTS 
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Existing contracts may cause problems 
because 

- they are too expensive 

— they do not fit into the new market 

Renegotiating the price is difficult - what does 
the utility have to offer? 

Abrogation may be an implicit threat - this will 
scare away investors 
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DO EXISTING IPP CONTRACTS FIT IN? (1) 


■ Renegotiation 

- ‘X Vy- - 

- IPPs will only agree to amendments if their 


lenders agree and returns on investment 
are not reduced 

fSIflti ' r ' J 

■ Change in law 


- treats all IPPS the same 


- does not require IPP consent 

' 11 

- PPAs normally include an indemnity for 


financial effects of changes in law 
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| DO EXISTING IPP CONTRACTS FIT IN (2) 



Voluntary Negotiation 

- create a climate for voluntary renegotiation 

- put incentives into market rules for IPPs 

- are IPPs paid for ancillary services - if not 
maybe cash incentive 

- consider special capacity payments ' 
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WHY NEW IPP CONTRACTS IN A 
DEVELOPING MARKET? 



■ New electricity markets need time to get off 
the ground 

■ Need to build confidence in the market 
mechanism 

■ Eliminating tfie generation planning 
responsibility - like taking the training wheels 
off a bicycle 

■ The non-availability of IPP contracts may 
freeze generation development 


pcwer2- ppt-plS 


cameron mcKenna ' 

■ j 

C MS Cameron McKer ina j 



IF NEW IPP CONTRACTS ARE 

APPROPRIATE, MAKE THEjM FLEXIBLE 

■ Recognise requirements of long term lenders 
and eejuity providers 

■ Design contracts to fit into the new market 
e.g. UK contracts for differences 

■ Make contracts transferable to the right buyer 
after restructuring (subject to safeguards as to 
its credit) 

■ Give the buyer the right to bid power into the 
market j 

■ Give thp buyer control over plant commitment 
and dispatch 
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COMPONENT 1 - 

MARKET AND INDUSTRY STRUCTURE 



m Structure of power market 
m Roles and functions of transmission company 

■ Role, functions, implementation timing and process for ISO 

■ Creation of multiple distribution companies - should there 
be: 

— separation of distribution and retail 

— introduction of retail competition 

■ Framework for market rules, third party access code, 
wheeling charges 

■ Alternatives for competition with limited unbundling 

■ Private sector participation in transmission 

■ Interstate power trading 

■ Support for process to ensure stakeholder agreement to 
model developed 

\ 

i 

i 
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COMPONENT 2 - ENERGY CONSERVATION, 
EFFICIENCY AND DIVERSITY 

1 


■ Advice on policy to promote energy efficiency 
initiatives post reform and post privatization 

ten 

■ Advice on policy relating to adoption of 

appropriate instruments for implementation of 
fuel diversity and security policies within a 
competitive market 

pi 

■ Advice on policy and programs to ensure 
environmental protection initiatives and 
programs are not inhibited or adversely 
affected by reform programme 
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PUBLIC AWARENESS 


■ Development of long term public awareness 
strategy 


■ Undertaking of activities to: 

'; f5;‘ */; -v' '4 

' ■ •• 

' $k! >*,?£■ ./* 

- lay the foundations for the long term public 
awareness strategy 

’ 'y ^ 

-- 
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- deal with the short term issues relating to 
the reform programme 
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BIG ISSUES 


National Market 
Regional Markets 
State Markets 

Incentives to remove constraints on 

transmission systems 

Stranded costs arising out of PPA’s 
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PPAs AND STRANDED COSTS 

■ SEB’s PPAs can be handled in the market 

- A “trader” can operate in the market as though 
the PPA were a power plant. 

- Check the form of the PPAs allows this to be 
done . 

i 

■ But markejt prices will not cover total PPA costs 

- Excess capacity will depress prices below PPA 
levels 

- Losses will become part of stranded costs 

Existing PPAs create financial problems for 
SEB, not operational problems fora market 
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REDUCING STRANDED COSTS 


■ Use a two part tariff to allow the plant to be 
dispatched in economic merit 

■ Award contracts through transparent and 
competitive tendering (consider having an 
independent agency run the tender) 

■ Negotiate early termination and buy out rights 
(but protect the IPP’s outstanding investment) 
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CONVERTING STRANDED COSTS TO DEBT 


■ Some stranded costs may already be debt 

- The stranded portion of actual debt issued by 

4^'*. i' f.i 

SEB 

wmm$m 

- Some long-term PPA and fuel purchase 


obligations 


■ Other stranded costs are not now “debt” 


|- e.g., costs of keeping or retiring excess 

k’.v §|| '•'>-'‘ : /*r ,~y 

■ personnel and the costs of irrigation and other 

P l . S J " ; ’ ; , -’ " ’ 

subsidies 


- Reducing these costs may involve up-front 


payments that cannot be recovered in current 

[\ 

prices 

|H|HHWk' 

Reducing stranded costs efficiently will require 


(re)financing that cannot be repaid from competitive 

k 

prices and hence is “stranded debt” 

<cms) 
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THE ENTITY THAT HOLDS STRANDED DEBT 

CMS Cameron McKenna 

■ Some legal entity could hold/repay stranded debt 

1 . . l ( 

- A special-purpose DebtCo could be created by 

. \ 

law 

- The SEB “shell” that remains after all operating 


divisions and personnel are corporatized/ 

•v;. j 

privatized 

11 . l 

■ Whatever “DebtCo” is, its functions are to: 

|B 

- Hold the stranded debt 

- Define periodic CTC amounts needed to service 

debt 


- Service the debt with payments derived from 


levies 

p BBft 1 1 

DebtCo is a passive financial entity operating 


according to rules, not a player in the market 
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ANALYSIS PARALYSIS 


■ It does not take long to set the scheme 

§11 

■ Implementation does not have to be 
immediate if the framework is there the 
private sector can be adjustable 

f§f! ;. ?| |g 

■ Government must lead but stakeholders 

|| |jj 

should be nurtured 

l|§|j| 
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HOW TO HELP INDIA DEAL WITH PRESSURES FOR 
GRADUALISM AND CONSTRAINTS OF DEEP POVERTY. 


HOW TO HELP INDIA RAISE CASH FOR RESTRUCTURING 
PRIOR TO PRIVATIZATION. 

REGULATORY CHALLENGE - CONSUMERS' INTERESTS CAN 
NOT BE PROTECTED IN THE ABSENCE OF A VIABLE POWER 
INDUSTRY. 

ROLE OF RURAL ENERGY, DSM IN POWER REFORM. 
ENVIRONMENTAL AND SOCIAL CONSIDERATIONS. 

BANK INTERNAL - BUDGETS, DECENTRALIZATION. 












INDIA CAS OBJECTIVE: POVERTY REDUCTION THROUGH 
ACCCELERATED GROWTH AND SOCIAL DEVELOPMENT 


COUNTRY ASSISTANCE STRATEGY: 

1. SELECTIVITY - FOCUS ON REFORMING STATES 

2. SUPPORT FOR POLICY REFORMS 

3. DIRECT POVERTY ALLEVIATION PROGRAMS 

4. SOCIAL AND ENVIRONMENTAL CONCERNS 

5. PROMOTION OF PRIVATE SECTOR DEVELOPMENT 

OUTCOMES: RAISING PER CAPITA INCOMES, REDUCING 
POVERTY, MODERATING POPULATION GROWTH RATE. 


\EMT COUNTRY REVIEW INDIA 



POWER: CENTRAL GOVERNMENT UTILITIES, STATE 
ELECTRICITY BOARDS (1980s), FINANCIAL INTERMEDIARY 
(PFC), PRIVATE UTILITIES, AND RECENTLY STATE POWER 
RESTRUCTURING (1990s). 

COAL: FROM CONVENTIONAL MINING PROJECTS TO 
ONGOING COAL SECTOR LIBERALIZATION. 

OIL & GAS: FROM CONVENTIONAL OIL & GAS PROJECTS 
TO INITIALIZATION OF LIBERALIZATION (EARLY 1990s), 
WITHDRAWAL FROM THE SECTOR IN MID-1990S. 

RENEWABLE ENERGY: SUPPORT TO INDIA'S PROGRAM 
(ACTIVE - AND LARGEST IN THE DEVELOPING WORLD). 
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INDIA 



POWER: DISTRIBUTION PRIVATIZED IN ORISSA, 
REGULATORY COMMISSIONS AT THE CENTER (CERC) AND 
IN FIVE STATES FOLLOWING THE ORISSA REFORM 
LEGISLATION (PLUS A FEW TARIFF COMMISSIONS), TARIFF 
ORDERS, BULK POWER MARKET, AND GRID CODE. 


COAL: PRICE LIBERALIZATION & THE FIRST PRIVATE 
CAPTIVE MINING PROJECTS. 


OIL & GAS: VISION 2020 - COMMITTEE ON FUTURE 
STRATEGY FOR THE SECTOR, LNG DEVELOPMENTS 

RENEWABLE ENERGY: PROGRESS IN SEVERAL STATES, 
IREDA SUPPORT (INCLUDING EFFICIENCY/DSM). 



OPERATIONS WITH CENTRAL AND PRIVATE UTILITIES 

GENERALLY SUCCESSFUL (APART FROM SOCIAL ISSUES IN 
SOME NTPC AND COAL INDIA INVESTMENT PROJECTS). 


OPERATIONS WITH SEBs HAVE LARGELY FAILED (AND 
INVESTMENTS SUBSTANTIALLY DELAYED). 

OIL & GAS OPERATIONS MARGINALLY SUCCESSFUL: 
INVESTMENTS IMPLEMENTED BUT LIMITED IMPACT ON 
SECTOR POLICIES. 

COAL: PAST (INVESTMENT) PROJECTS SUCCESSFUL, 
CURRENT LIBERALIZATION EFFORT UNDERWAY (WITH 
SUBSTANTIAL DELAYS IN NON-PRICE AREAS). 
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RENEWABLE ENERGY: ONGOING PROJECTS RATED 
SATISFACTORY (NO AUDITS AVAILABLE). 


ENERGY SECTOR WORK: GENERAL SECTOR STUDIES 
(POWER IN 1989 AND 1991, ENERGY IN 1996) HAVE HAD 
LIMITED IMPACT, WITH THE EXCEPTION OF THE 1991 
STUDY'S CONTRIBUTION TO INITIAL POWERGRID WORK. 


OTHER ADVISORY/POLICY DIALOGUE EFFORTS 
LINKED TO OPERATIONS HAVE BEEN MUCH MORE 
SUCCESSFUL - SEE OED's CONCLUSION (SLIDE 10). 

ENVIRONMENT SECTOR WORK: PHASE 1 WAS WELL- 
RECEIVED; ONGOING PHASE 2 FOR CAPACITY BUILDING IN 
REFORMING STATES. 



SELECTIVITY FOR MAXIMUM EFFECTIVENESS WITH 
LIMITED RESOURCES: 


GRADUATES - OUT OF OIL AND GAS, NTPC, PFC 
FOCUS STATES 

LONG-TERM & FLEXIBLE - ADAPTABLE LENDING (APLs), 
ADJUSTMENT LENDING (SECALs, SALs), IFC 

DECENTRALIZATION TO THE FIELD 

EFFECTIVENESS & RESPONSIVENESS 
BUDGET 

DFID LINKAGE AND TRUST FUNDS IN PARTICULAR JAPAN 
PHRD GRANTS HAVE BEEN HIGHLY BENEFICIAL. 





EMT COUNTRY REVIEW 


INDIA 


OED's 1999 COUNTRY SECTOR REVIEW "MEETING 
INDIA'S ENERGY NEEDS 1978-1998": 

“OED strongly supports the South Asia region's strategy for the 
energy sector, initiated in 1993, that concentrated allitspower 
sector resources into promoting SEB structural reform and only 
financed distribution system upgrading. The strategy , is highly 
commendable for its relevance to India’s development objectives, 
its efficacy in rehabilitating a critically weakened sector, its 
efficiency in use of bank resources, and its mobilization of private 
sector resources. In light of the radical institutional changes that 
are being implemented, the reform is likely to be sustainable. OED 
deems this a best practice model that should be emulated 
throughout the Bank’s energy sector portfolio 
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PORTFOLIO - 13 ONGOING INVESTMENT OPERATIONS: 

NATH PA JHAKRI HYDRO (89) 

NORTHERN REGION TRANSMISSION (90) 

RENEWABLE ENERGY & ALTERNATE ENERGY (GEF) (92) 
POWERGRID I (93) 

ORISSA POWER (96) 

COAL SECTOR (AND ESMP) & JBIC-ADMINISTRATION (97) 
HARYANA (98) AND ANDHRA POWER (99). 

RENEWABLE II (FROM MAY 1998 TO JUNE 2000) 
ENERGY EFFICIENCY (GEF) (98 TO JUNE 2000) 
POWERGRID II (98 TO ?) 
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PORTFOLIO RATINGS: 

10 ONGOING "REGULAR" OPERATIONS - 8 BANK, 1 GEF 
AND 1 JBIC ADMINISTRATION SERVICE: J 

8 RATED SATISFACTORY (NOT "PROBLEM-FREE?") 

2 RATED UNSATISFACTORY - HARYANA POWER (REFORM 
ON HOLD SINCE LATE 1999, POSSIBLY NOW BEING 
RESUMED) & COAL SECTOR (CONTINUING DELAYS IN 
LEGAL & REGULATORY FRAMEWORK). 

3 OTHER "ONGOING" OPERATIONS (FORMAL APPROVAL 
PENDING SINCE MAY 1998 DUE TO SANCTIONS), Nb 
FORMAL RATINGS, GENERALLY SATISFACTORY. 



ENVIRONMENTAL IMPACTS IN THE POWER SECTOR - 
PHASE 2 UNDERWAY IN ANDHRA, HARYANA AND ORISSA. 


DSM IN STATE POWER REFORM PROJECTS, INCLUDING 
AIJ * ACTIVITY, FUNDED BY NORWAY, FOR INTEGRATED 
AGRICULTURAL DSM UNDERWAY IN ANDHRA, AND 

POWER SUPPLY FOR AGRICULTURE - EXTENSIVE FIELD 

WORK IN ANDHRA AND HARYANA. i 

[ 

RURAL ENERGY SECTOR WORK - ACTIVITY JUST STARTED. 

HYDRO POWER INITIATIVE - AN ATTEMPT TO ACCELERATE 
HYDRO PROJECT PREPARATION AT THE CENTER. 

AIJ = ACTIVITIES IMPLEMENTED JOINTLY 
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REFORM CLUB - MEETINGS/VISITS * TO EXCHANGE VIEWS 
AND EXPERIENCES AMONG REFORMING STATES. 


DIALOGUE/STUDJES ON BULK POWER TARIFFS AND 
MARKETS AND RELATED REGULATIONS/INSTTTUTIONS. 


DIALOGUE WITH THE CENTRAL GOVERNMENT AND OTHER 
DONORS. 

INDEPENDENT REVIEW OF ORISSA EXPERIENCE. 

* FOLLOWING 1993 CONFERENCE ON POWER SECTOR 
REFORMS AND SEMINARS ON COMPETITIVE BIDDING FOR 
GENERATION AND DISTRIBUTION PRIVATIZATION. 


ElaHr COUNTRY REVIEW INDIA 


PIPELINE IN THE CURRENT WORK PROGRAM: 

3 OPERATIONS - RENEWABLE II, ENERGY EFFICIENCY, 
AND POWERGRID II - POSTPONED IN 5/98. 

ANOTHER BANK RENEWABLE/RURAL ENERGY PROJECT 
GEF PROJECT - SOLAR THERMAL w/ KfW 
POWERGRID III 

i 

STATE POWER REFORM OPERATIONS IN 6 STATES, 
DISCUSSIONS WITH OTHER STATES. 








PROSPECTIVE OPERATIONS INCLUDE: 


FYOO - UP POWER (APRIL 25, 2000) 

FY01 & BEYOND - STATE REFORM PROJECTS U 
ANDHRA, HARYANA, KARNATAKA, 

ORISSA, RAJASTHAN, AND UTTAR PRADESH 
RENEWABLE III, POWERGRID III 

SCHEDULE AND LENDING INSTRUMENT (INVESTMENT 
AND/OR ADJUSTMENT/CASH) DEPENDS ON ACHIEVEMENT 
OF AGREED MILESTONES AND FISCAL 
DIALOGUE/ECONOMIC/GOVERNANCE REFORMS. 
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IFC INPUTS TO REFORM DIALOGUE, IN PARTICULAR 
DISTRIBUTION PRIVATIZATION, 

IFC INVESTMENTS IN IPPs IN ANDHRA AND ORISSA, AND 
PLANNED IFC INVESTMENTS IN PRIVATE DISTRIBUTION 
COMPANIES, STARTING WITH ORISSA. 


POSSIBLE JOINT IFC/BANK OPERATIONS (IFC EQUITY/ 
LOANS AND BANK GUARANTEES) TO HELP LAUNCH GIGA 
IPPs - CALLED MEGA POWER PROJECTS IN INDIA. 


IFC INVESTMENTS IN PRIVATE COAL MINING - (1st IN 99) 
IFC INVOLVEMENT IN RENEWABLE, OIL & GAS. 
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THERE ARE TWO SPECIFIC ENERGY SECTOR TARGETS 
AMONG THE 10 SPECIFIC BANK GROUP CONTRIBUTIONS IN 
THE VISION 2010 IN THE INDIA CAS: 


1. COMPLETION OF THE RESTRUCTURING OF STATE 
POWER SECTORS IN SIX MAJOR STATES - 
COMPLEMENTING ANOTHER VISION ITEM ECONOMIC AND 
FINANCIAL RESTRUCTURING IN SIX MAJOR STATES. 


2. PHYSICAL INVESTMENT TARGETS, TO BE ACHIEVED 
THROUGH BANK FINANCING AND COFINANCING, IN STATE 
POWER OPERATIONS AND OTHER SUPPORTING ENERGY 
OPERATIONS, TO IMPROVE SUPPLY/EFFICIENCY/IMPACT. 

TO HELP ACHIEVE CAS AND BROADER OUTCOMES. 


I EMT COUNTRY REVIEW 


INDIA 



GRADUALISM - GOOD AWARENESS/UNDERSTANDING OF 
KEY ISSUES AND OPTIONS, BUT GREAT DIFFICULTY IN 
DECISION-MAKING AND AGGRESSIVE IMPLEMENTATION. 


POWER - (1) BANKCRUPTCY AND CORRUPTION OF STATE- 
LEVEL UTILITIES, FISCAL BURDEN, (2) FISCAL CRISIS OF 
THEIR OWNERS (STATE GOVERNMENTS), (3) PACE OF 
POWER MARKET/GRID DEVELOPMENT. 

OIL & GAS - VISIBLE PROGRESS, STILL SLOW PACE OF 
PRICE LIBERALIZATION AND PRIVATE PARTICIPATION. 
COAL - SLOW PACE OF MARKET LIBERALIZATION. 
RENEWABLE/EFFICIENCY - LOCAL IMPACT, COST 
AND/OR INTEREST/PRIORITIES. 
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EMT COUNTRY REVIEW 


INDIA 



THE CENTRAL GOVERNMENT AND THE BANK HAVE A CLEAR 
UNDERSTANDING ABOUT THE INDIA CAS. 


FOCUS STATES AND KEY CLIENTS ARE COMMITTED TO 
REFORM AND APPRECIATE THE BANK'S SUPPORT. 


A VIBRANT DEMOCRACY, WITH: 

- SOLID ECONOMIC GROWTH AND PROSPECTS. 

- RESPECTED INDEPENDENT LEGAL SYSTEM. 

- FUNCTIONING LOCAL CAPITAL MARKETS. 

- FAST-GROWING PRIVATE SECTOR. 

- FREE PRESS. 


VAST/GREAT EDUCATED/TALENTED WORK FORCE. 



BROAD CONSENSUS IN THE DONOR COMMUNITY ON THE 
POWER SECTOR REFORM AGENDA (WITH THE NOTABLE 
EXCEPTION OF ADB FOR DISTRIBUTION PRIVATIZATION IN 
STATE POWER REFORM). 


EMT COUNTRY REVIEW 


INDIA 


ACTIVE PARTNERSHIP WITH DFID (SIGNIFICANT SOURCE 
OF GRANT AID), ALSO CIDA, JBIC, KfW, USAID. 

BANK GROUP INTERNAL: BANK AND IFC ENERGY i 

PROGRAMS COORDINATED AND ALIGNED WITH THE CAS. 


SUCCESSFUL DECENTRALIZATION, INCLUDING HALF OF 
THE ENERGY TEAM IN THE FIELD. 
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COUNTRY REVIEW INDIA 

SWOT Analysis 

■ .. ... .. \ .. ., 


INDIA IS A VERY POOR COUNTRY, POVERTY IS A 
FUNDAMENTAL CONSTRAINT, MAKING IT MUCH MORE 
DIFFICULT TO MAKE RAPID PRICE ADJUSTMENTS IN INDIA. 


FINANCIAL CRISIS OF STATE POWER UTILITES, FISCAL 
CRISIS OF THEIR ONWERS, YET GRADUALISM IN A 
VIBRANT DEMOCRACY WITH POPULISM, ENTRENCHED 
ENTITLEMENTS/INTERESTS/PATRONAGE. 

INDIA'S FEDERAL STRUCTURE AND CONSIDERABLE (AND 
INCREASING) STATE AUTONOMY IS AN ADDITIONAL 
CHALLENGE - IN ADDITION TO BEING A STRENGTH. 


LABOR REDEPLOYMENT/LAWS & REGULATIONS/UNIONS. 



CENTRAL GOVERNMENT'S OWN GRADUALISM AND 
COMMITMENT TO REFORMING ITS OWN ENERGY AGENCIES 
- REFLECTING THE SAME POLITICAL UNCERTAINTIES. 


BANK INTERNAL: 

NEED TO PROVIDE RESTRUCTURING FINANCING. 

CURRENT PROGRAM IS FOCUSED ON REFORM, WHICH 
ALSO PROMOTES ENVIRONMENT, BUT IS STILL LIGHT ON 
RURAL ENERGY (APART FROM LOCAL RENEWABLES). 

BUDGET CONSTRAINTS, AND RELATED STAFF 
CONSTRAINTS. 





fj^EMT COUNTRY REVIEW 


INDIA 



CHANCE TO DIRECTLY HELP IMPLEMENT FUNDAMENTAL 
CHANGES IN THE POWER SECTOR IN SEVERAL (VERY 
LARGE) STATES AND THEREBY CONTRIBUTE TO THE 
OVERALL STATE ECONOMIC DEVELOPMENT AND FISCAL 
RESTRUCTURING (INCLUDING GOVERNANCE/CORRUPTION) 
AND POVERTY ALLEVIATION. 


CATALYTIC IMPACT ACROSS INDIA, BEYOND STATES 
WHERE THE BANK IS DIRECTLY ACTIVE, THEREBY 
REACHING TOWARDS ONE BILLION PEOPLE - INCLUDING A 
LARGE SHARE OF THE WORLD'S POOREST. 

HELP INDIA ATTRACT PRIVATE INVESTMENT AND EASE 
INVESTMENT HURDLES FOR PRIVATE INVESTORS. 


EMT COUNTRY REVIEW INDIA 



IMPROVE UNDERSTANDING/AWARENESS AND HELP 
INCORPORATE ENVIRONMENTAL CONSIDERATIONS INTO 

THE COAL CHAIN AND POWER SECTOR DECISION-MAKING. 

( 

INDOOR AND URBAN POLLUTION ISSUES. 

promote Better incorporation of social 

CONSIDERATIONS, INTO THE OPERATIONS OF THE NEW 
STATE-LEVEL UTILITIES EMERGING FROM REFORM, AND 
KEY CENTRAL SECTOR POWER AND COAL COMPANIES. 
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POLITICAL DEVELOPMENTS, STATE-BY-STATE, AND AT THE 
NATIONAL LEVEL - "CONTINUOUS ELECTION MODE". 


FINANCIAL/FISCAL CRISIS AND GRADUALISM 
(COMMITMENT TO REFORM NOTWITHSTANDING). 

POWER CRISIS (CHRONIC SHORTAGES) 

ALL THREE PUT TOGETHER THREATEN INDIA'S ABILITY: 

TO ATTRACT INVESTORS, 

TO SURVIVE REFORM TRANSITION PERIODS, AND 
TO MOVE FROM TRANSITION ARRANGEMENTS TO MORE 
COMPETITIVE ARRANGEMENTS. 



BANK INTERNAL: 


CONTINUING BUDGET CONSTRAINTS, INABILITY TO 
RESPOND TO 

CURRENT CLIENTS AND 

NEW REQUESTS FROM OTHER STATES AND/OR 
OTHER AREAS INCLUDING RURAL ENERGY. 

POSSIBLE BANK WITHDRAWAL FROM COMMERCIAL 
ENERGY (FOR POLICY AND/OR BUDGET REASONS) WOULD 
LEAD TO INABILITY TO WORK ON THE CURRENT HIGHEST 
PRIORITY ENERGY/DEVELOPMENT ISSUE - STATE POWER. 





EIemt country review 


INDIA 



HOW TO HELP INDIA DEAL WITH PRESSURES FOR 
GRADUALISM AND CONSTRAINTS OF DEEP POVERTY. 

HOW TO HELP INDIA RAISE CASH FOR RESTRUCTURING 
PRIOR TO PRIVATIZATION. 

REGULATORY CHALLENGE - CONSUMERS' INTERESTS CAN 
NOT BE PROTECTED IN THE ABSENCE OF A VIABLE POWER 
INDUSTRY. 

ROLE OF RURAL ENERGY, DSM IN POWER REFORM. 
ENVIRONMENTAL AND SOCIAL CONSIDERATIONS. 

BANK INTERNAL - BUDGETS, DECENTRALIZATION. 
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SCARCITY OF FUND FOR INVESTMENT 
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ALL DEVELOPMENT PROJECTS AND POWER PLANT 
OVERHAULING PROJECTS PROGRESSED THROUGH 
DONOR FUNDS 
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POWER SECTOR REFORM IN BANGLADESH 
BACKGROUND 




BACKGROUND (Contd.) 

• THREE SEPARATE ENTITIES STARTED FUNCTIONING IN POWER 

SECTOR SINCE 1991. 
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STUDYING FEASIBILITY OF PRIVATE INVESTMENT 

ALONG WITH PUBLIC ENTERPRISES IN POWER SECTOR. 
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BACKGROUND (Contd.) 




CREATION OF A REGULATORY BODY 





DISTRIBUTION FUNCTION'S INTO SEPARA TP SERVICES 
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SECTORENTmES^ AN ° C0MMERCIAUSA TI °N OF EMERGING POWER 
CREATION OF A REGULATORY COMMISSION 
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IMPLEMENTATION OF THE REFORM (Contd.) 
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IMPLEMENTATION OF THE REFORM (Contd.) 

TO ACCOMMODATE THE REFORM, LEGAL FRAME 
WORK (BANGLADESH ELECTRICITY ACT, 1999) 
DRAFTED. 
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